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Editorial 


TRANSMITTING a special message 
to the Congress on April 20, Presi- 
dent Roosevelt made a strong plea for 
economy in Government expenditures. 
In his budget message of January 5 the 
President had said that on the basis of 
December estimates an appropriation 
of any sum less than $1,537,000,000 for 
relief for the fiscal year 1938 would 
have left the budget in balance for that 
year. He now finds that, owing to a 
falling off in revenues, there will be 
a deficit of $418,000,000. And for the 
present fiscal year, which ends on June 
30, the deficit will be greater by $313,- 
873,226 than in the estimate submitted 
on January 5. 

Referring to the apparent deficit of 
$418,000,000 for the fiscal year 1938, 
the President says: 





I propose to use every means at my com- 
mand to eliminate this deficit during the 
coming fiscal year. I expect to accomplish 
this by taking definite action at the begin- 
ning of the next fiscal year (1) to withhold 
from apportionment for expenditure in so 
far as possible with due regard to proper 
functioning of the executive departments 
and agencies a substantial percentage of 
the funds available for that year, and (2) 
to increase the receipts of the Treasury 
through the liquidation of assets of certain 
of the emergency agencies. 

I regard it as extremely important that 
we should achieve a balance of actual in- 
come and outgo for the fiscal year 1938, 
and I appeal to you to join me in a de- 
termined effort to bring about that result. 


How difficult it is to curb expendi- 
tures appears from the following state- 
ments made by the President: 


Bills being pressed for enactment during 
the present session would commit the Gov- 
ernment to early expenditures of more than 
$5,000,000,000. About $3,000,000,000 of these 
authorizations are for the construction of 
additional public works, even though there 
are existing authorizations of almost $2,- 
000,001,000 for this purpose. In the budget 
for the last three years I have set up a 





JUNE, 1937 


No. 6 


Comment 


program for general public works and have 
often said that such a program should be 
kept within the limit of $500,000,000 a year. 

The maintenance of a sound fiscal policy 
requires the careful planning of author- 
izations as well as appropriations. It is 
impossible to maintain the proper balance 
between revenues and expenditures unless 
restraint is exercised with respect to au- 
thorizations of appropriations. It is a mat- 
ter of concern to you and to me who are 
working for a balanced budget that so 
many special groups exert the strongest 
pressure to bring about increases in Gov- 
ernment expenditures. ‘They pay little at- 
tention to the fact that the budget, as 
submitted, represents a co-ordinated fiscal 
program and that material departures 
therefrom destroy the whole purpose of the 
program. If we are to avoid a continua- 
tion of deficits, we must resist these im- 
portunities or provide the necessary reve- 
nues to meet the increasing costs. 


There is a pretty plain intimation in 
the closing part of the President’s mes- 
sage that an increase in taxation may 
be looked for at the session of Congress 
next year. 

The President recommends an appro- 
priation of $1,500,000,000 for work re- 
lief for the fiscal year 1938. It would 
greatly clarify the situation if an ac- 
curate estimate could be had of those 
who, for lack of employment or for 
other causes, are actually in need of 
relief. In the absence of a census of 
unemployment, the guesses as to the 
number out of work vary by several 
millions. And since relief must be paid 
for out of taxation, it would seem only 
right that the taxpayers should have 
dependable information as to just how 
many they are required to support. But 
thus far all attempts to have such a 
census taken have failed. Why? 


The number of wars which have happened 
or will happen in the world will always be 
found to be in proportion to the number 
and weight of the causes, whether real or 
pretended, which provoke or invite them.— 
John Jay, in “The Federalist.” 
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ANKERS, particularly those of the 
so-called “international” type, have 
often, and probably without warrant, 
been charged with responsibility for in- 
citing wars. Whether or not they have 
done much, as bankers, to prevent wars, 
is by no means certain, though in their 
capacity as citizens their attitude in 
this respect may not have differed much 
from that of other members of the com- 
munity. Theodore Roosevelt, who could 
by no stretch of the imagination be 
classed a pacifist, once said: “No sen- 
sible person wants war.” Since bank- 
ers generally may be fairly considered 
to be sensible persons, the conclusion 
is justified that they have the abhor- 
rence of war common to others. 
Efforts looking toward peace go on, 
but thus far with little recognizable 
success. Statesmen, judged by their 
acts, believe peace may be had by in- 
creasing military and naval armaments. 
About a million students in American 
colleges and universities think the way 
to peace is by resolving never to sup- 


port their country in any war in which 
it may become involved. Such a reso- 
lution may be an evidence of softness 
of heart, and of no great firmness in 
the head. Never to fight in defense of 
country, home, parents, wife or chil- 


dren. What a fine display of manly 
courage and character! In the face of 
any injury to all these, they would, 
like the priest and the Levite, pass by 
on the other side. To take their ap- 
proval of this course at its face value 
would be to wrong those who took upon 
themselves such a vow. Probably, 
what they meant was to reveal, in this 
dramatic fashion, their hatred of war 
and their love of peace. 

As was long ago declared by Hon. 
John Jay, in the quotation above, the 
number of wars will depend upon the 
weight and number of causes of war. 
This being a fact beyond dispute, the 
wise course would seem to be to search 
out these causes and to labor diligently 
and unceasingly for their eradication. 

Congress has just approved a neu- 
trality law, designed to keep this coun- 
try out of foreign wars. Its object is, 
on the whole, laudable, but many doubt 
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its efficacy, while some fear it will have 
an effect just the opposite of that in- 
tended. 

Bankers might serve the cause of 
peace by unremittingly pointing out the 
burdens put upon the backs of our 
people by the country’s latest adventure 
into the field of international conflict. 

To real and enduring peace there is 
but one sure road, well known to all 
men, and which they blindly and stub- 
bornly refuse to follow. 


© 


HAT the dangers from the rise in 

the value of securities are not of the 
same character as those preceding the 
1929 collapse, is the opinion of the 
A. B. A. Economic Policy Commission. 
Quoting the stock price index of the 
Standard Statistics Corporation, the re- 
port states that there was an advance 
of 353 per cent. from the low week of 
1921 to the high peak of 1929, and an 
advance of 328 per cent. from the low 
week of 1932 to the high week of 1937, 
and stating that not much difference 
exists between these two figures, it is 
nevertheless pointed out that there is an 
astonishing difference when examining 
the methods of financing the respective 
advances. In the earlier market there 
was an increase of 133 per cent. in the 
security loans of member banks, while 
in the later market these loans decreased 
by 25 per cent. 

If, then, the late stock speculation 
has not been fostered by bank loans, 
where is the culprit to be found? The 
Economic Policy Commission answers 
this question by pinning responsibility 
on Government credit. By largely in- 
creasing their investments in United 
States securities, the banks have created 
deposits in a huge volume, and the 
owners of these deposits can use them 
as they deem fit, and it is stated in the 
report that here is to’ be found the chief 
source of the financing of the bull mar- 
ket, which is declared to be largely in- 
dependent of any increase in securily 
loans made by the banks. 

While in the later period as compared 
with the earlier loans on securities were 
sharply declining, a contrary course 





A short twenty-five years ago 
the few adventurers who owned 
automobiles “had to get out and 
get under” with annoying fre- 
quency. 


And the checks they mailed in 
payment of bills incurred in re- 
mote districts bore three to a 
dozen bank stamps on the back 
when finally presented for pay- 
ment. 


Banking has kept pace with in- 


vention and industry. ‘Today 
circuitous routing of checks is 
as out of date as a 1912 auto- 
mobile. 
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In the 


was taken by commercial loans. 
language of the report: 


The record of commercial loans during 
the two periods is a distinctly different 
one. The most comprehensive index of the 
total volume of business activity is afforded 
by the figures of national income paid out. 
From 1921 to 1929 national income in- 
creased by 43 per cent., and during that 
period commercial loans increased by less 
than 2 per cent. From the middle of 1933 
to the end of 1936 national income has in- 
creased by over 50 per cent., but it has 
been accompanied this time by an increase 
in the commercial loans of member banks 
(from 1934 to the end of 1936) amounting 
to 24 per cent. 


There was an important factor in the 
earlier runaway market independent of 
the loans on securities made by the 
banks, and that was the “other loans” 
to brokers made by corporations and 
individuals acting generally by employ- 
ing the banks to make such loans for 
them. And while, under the provisions 
of recent banking legislation, the banks 
can no longer perform this service for 
their clients, the latter may still make 
such advances direct. Their ability to 
do so may have been considerably re- 
duced by the law requiring heavy taxes 
on undistributed earnings of corpora- 
tions, although, as the report points out 
the ability to make such advances has 
been greatly increased by the deposit 
credits arising from the enormous totals 
of loans made to the Treasury. 

It has been frequently stated that once 
business gets fairly under way, the huge 
deposits in the banks, created largely 
by Treasury borrowings, must give rise 
to a general inflation. If we are to 
accept the findings of this report, it 
must be concluded that from this source 
has already been created a serious de- 
gree of inflation in the stock market. 


© 
NLARGED purchasing power is 


widely being advocated as a means 
of increasing prosperity and assuring 
its wider distribution. But the meth- 
ods for reaching this desirable objec- 
tive are not always clear. In a recent 
address Dr. Benjamin Anderson, Jr., 
economist of The Chase National Bank 
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of New York, removed obscurity as to 
this point. Here is what Dr. Anderson 
said: “Production itself generates pur- 
chasing power.” And to this single 
sentence much might have been added, 
for here is a definite exposition of how 
purchasing power is to be created and 
increased, not by some artificial trick, 
but by production. This idea contra- 
venes much of current thought and 
action. “Many believe that people are 
to be given purchasing power by grant- 
ing them huge sums of money out of 
the public treasury. Whatever funds 
such treasury may have represent pro- 
duction of someone else. Such funds 
come from taxation, and taxation is 
paid out of production, and from no 
other. source. 

Purchasing power generated by 
grants of money contains the possibility 
of inflated prices, unless the ability to 
buy is matched by a corresponding in- 
crease of production. The situation 
might be otherwise, for at least a time, 
if a surplus of all kinds of commodi- 
ties existed, which is rarely if ever true. 

To tell people that they must pro- 
duce if they would buy is not palatable 
doctrine in these times, but it is sound 
nonetheless. If trade is considered 
as an exchange of goods and services, 
rather than as an exchange of money, 
it must be apparent that if one is to 
trade he must have goods to offer in 
exchange for his wants, or service to 
render. To have the goods, they must 
be produced. 

If the country could have a clearer 
conception of the statement made by 
Dr. Anderson, that production itself 
generates purchasing power, and make 
a practical application of this sound 
principle, it would go far towards cor- 
recting the false notions implanted in 
the public mind. 


(0) 


ADVICE to bankers in contemplation 

of “the next period of deflation” 
was given by Leo J. Crowley, chairman 
of the Federal Deposit Insurance Cor- 
poration, in a recent address. Speak- 


ing in reference to the declaration of 
dividends, Mr. Crowley said: 
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Take depreciation regularly and_ losses 
as they occur; reserve out of profits a siz- 
able addition to capital account in antici- 
pation of the next period of deflation; then, 
and then only, consider the distribution of 
dividends. 


That a time will come when the skies 
are even less bright than they now are, 
when prices will be falling instead of 
rising, is as certain as that day will 
follow night. President Roosevelt 
seems to believe that economic crises 
may be controlled as are epidemics of 
typhoid and smallpox, but as to this Mr. 
Crowley seems less confident, saying 
that “values must fluctuate in a competi- 
tive system,” but that we may “attempt 
to narrow the range of fluctuation and 
to maintain a capital cushion sufficiently 
large to absorb unfavorable shifts in 
values up to a reasonable basis.” His 
advice to banks was both sound and 


timely. 
© 


HE additions to reserves, effective 
on the first day of last month, have 


brought to light the fact that the policy 
of the Board of Governors of the Fed- 


eral Reserve System is not without con- 


tradictions. Increased reserves were 
imposed upon member banks to tighten 
up credit conditions with a view to halt- 
ing credit inflation. But, almost con- 
currently with the increase in reserves, 
there came a decided slump in the price 
of Government securities. This decline 
was to some extent due to the fact that 
member banks may have been under the 
necessity of selling some of their hold- 
ings of these securities in order to pro- 
vide the additional required reserves, 
although the persistence of the Treasury 
deficit was another and perhaps the 
major cause of the slump. To prevent 
further and more serious decline in the 
price of the bonds, the Federal Reserve 
began to purchase them, and by thus 
pouring funds into the money market 
acted to offset the tightening tendency 
of the increased reserve requirements. 

This illustrates the difficulties of a 
managed credit system. One policy 
sets up a set of influences that almost 
immediately must give way to another 
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in the opposite direction. Thus, in the 
effort to establish an equilibrium con- 
tinual shifts of policy are required. It 
is related that the chameleon found 
little difficulty in changing his color to 
meet his surroundings, until inadvert- 
ently crawling on a piece of Scotch 
plaid, he split himself. 
© 


PRESIDENT ROOSEVELT has issued 

an admonition to employes of the 
Government against speculation in se- 
curities and commodities. It is good 
advice for others who are not in the 
public service. How far it will be 
heeded, that is another matter. Our 
people are fond of taking chances, 
manifesting this widely-prevalent pro- 
pensity by speculating in stocks, betting 
on races and prize fights, engaging in 
guessing contests, or making wagers on 
the jumping capacity of Mark Twain’s 
celebrated frog. That not much atten- 
tion will likely be paid to the Presi- 
dent’s warning does not in the least 
detract from its soundness. It is merely 
indicative of the extreme difficulty of 
correcting so deep-seated a malady, 
even when its bad results are pointed 
out from the highest sources. Even ex- 
perience of the most disastrous kind 
seems to have been disregarded, judg- 
ing from the spectacular rise in the 
stock market while the memories of 1929 
were still fresh in mind. Perhaps a 
new crop of children has come forth 
since then quite willing to run the risk 
of burnt fingers. 

The limitations of speculation and 
its proper employment have been fre- 
quently defined. Its evils flow from a 
disregard of these limitations and uses. 
It is an enterprise in which the novice 
thinks himself as well qualified to en- 
gage in as are the veterans. 

“Experience,” said Dr. Franklin, 
“keeps a dear school, but fools will 
learn in no other.” 

One may not be sure that those who 
have been bitten in speculation are 
twice shy, for the loser in the game at 
one time is often disposed to feel that 
he will be wiser or have better luck 
next time. 
























“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have been 
able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book." 


L, W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 
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Here at last is a book which will enable 
you to analyze your bank by a method 
which is both simple and complete. Here 
is described in minute detail and with a 
wealth of illustrations a simple method for 
obtaining bank costs and for installing a 
system of bank cost accounting as an aid 
to effective management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers Commissioner of 
ening and Insurance of the State of New 

ersey. 


Your name and address on the coupon 
below will bring this book to your desk 
on 5 days’ approval. 
















































BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “Tiow to Obtain Bank Costs” by E. 8. 
Woolley. At the end of 5 days I will 
either remit $5 or return the book. 
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it says. 





With the many influences now oper- 
ating to render life itself subject to 
chance, one would hardly think it neces- 
sary to venture into speculation to add 
to these inescapable risks. 


The advice of President Roosevelt is 
sound, and should be received with the 
serious attention it deserves. 
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DISTINCTION BETWEEN  FINAN- 
CIAL AND COMMERCIAL 
ADVERTISING 





To advertise their services today most 
banks employ modern typography and 
layout of the current commercial type, 
rather than the funereal sort of ads 
which for so many years characterized 
financial advertising. Yet, because fi- 
nancial institutions are conservative and 
dignified, their advertising must follow 
in flavor the better to reflect the general 
conception of the profession. 

Let us expand a bit upon that: In its 
advertising, a bank must depend upon 
legitimate illustration and head line; 
cannot go too far afield either in drama- 
tizing its wares or in the language it 
employs. It must adhere to the truth, 
avoid extravagant claims, omit com- 
parisons, and practice restraint in all 
Other advertisers can well 
learn a lesson from financial advertisers 
in this studied employment of under- 
statement. A bank becomes boastful 
and destroys confidence. A bank em- 
phasizes its strength and confesses weak- 
ness. A bank gives the impression of 
infallibility and commits error. So it 
engages in understatement, to its better 
advantage. 

We are, however, interested in adver- 
tising our services by modern devices. 
We use coupons, watch returns from 
competing media, check results and 
plan our future advertising upon the 
basis of those results.—From an address 
by J. Mills Easton, advertising manager, 
The Northern Trust Company, Chicago, 
Ill., before the Chicago Federated Ad- 
vertising Club. 


















Turnover Ratios in Credit Analysis 


By Eucene S. BENJAMIN 


HE turnover of liquid capital and 
the turnover of merchandise (in its 
relation to turnover of liquid cap- 

ital) are important credit factors to be 
considered in every merchandising busi- 
ness. These turnover proportions have 
hitherto been neglected by authors on 
credit analysis probably because of no 
practical experience with the compila- 
tion of trade standards from which au- 
thentic details can be readily ascer- 
tained. 

The liquid capital is determined by 
deducting current liabilities from cur- 
rent assets. From compiling trade 
standards it has developed: 

That, as to the turnover of liquid 
capital, a minimum turnover is essen- 
tial in order to bring a commensurate 
profit on the total capital employed, 
while an excessive turnover. generally 
results in excessive liabilities. 

That when the turnover of liquid 
capital is smaller than the average turn- 
over in an industry, this may be the 
result of having too large an investment 
to be profitable to the owners. If, how- 
ever, in these cases of small turnover 
of liquid capital we still find that the 
business is seeking large credit, it is 
fair to assume that the balance-sheet 
has some misleading features. 

As to the turnover of merchandise, 
we learn from trade standards that it is 
necessary to have a high minimum turn- 
over to result in sufficient gross profits 
to cover operating expenses, and that 
a larger than minimum turnover of 
merchandise should bring added profit. 
We also learn that when a large turn- 
over of merchandise does not show a 
large profit, this condition is generally 
the result of speculative tendencies in 
purchases which have not brought the 
resultant profits, or more frequently, 
that this large turnover of merchandise 
without commensurate profit demon- 
strates that the business is geared up 





Author of “Practical Credit Analysis” 


to the basis of large sales to meet over- 
head costs, and that much of the pur- 
chased merchandise has had to be sac- 
rificed. 

As a consequence, any larger than 
average turnover of merchandise in an 
industry, without good net profit result- 
ing, shows a weak condition for credit 
and on the other hand when a state- 
ment shows a small turnover of mer- 
chandise with a good showing of net 
profit, it would call for an immediate 
investigation of the truth of the figures. 

If we grant that added credit will be 
necessary in the revival of trade, then 
the basis on which this credit is to be 
supplied must be made broader than 
the restricted basis which went into ef- 
fect in the depression years and has 
not been materially changed to date. 
During this period there was little lib- 
erality shown by the dispensers of 
credit, but it would follow now that 
competition will result in an enlarged 
basis for credit, providing it is properly 
protected. 

The mere bulk of dollars invested in 
an enterprise does not make credit to 
it a good investment. It is the manner 
in which the debtor utilizes his dollars 
that makes the credit either good, un- 
certain or bad. 


Renewed Interest in Credit Analysis 


A renewed interest in credit analysis, 
as a basis for showing the proper or 
improper use of capital, should be the 
outcome. 

One of the most constructive ratios 
in credit analysis is the one which has 
relation to the turnover of liquid or 
working capital. 

In achieving a proper turnover of its 
liquid capital every industry is limited 
in its volume by the terms it grants 
on sales, by the restriction it exercises 
on its merchandise carried over, and 
by its bank borrowing capacity. 
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Receivables 
Merchandise 


Non-current assets 


Total assets 


Liabilities 
To banks 
To trade 


Total liabilities 
Gross capital 
Liquid capital 
Sales 
Profit 
Current ratio 


Per Cent. 
Receivables to sales 
Merchandise to sales 
Liabilities to sdles 
Liabilities to liquid capital 
Times turnover of liquid capital 
Times turnover of merchandise 


In estimating the credit availability 
of a balance-sheet through its turnovers, 
it may be accepted that: 

The shorter the terms granted on 
sales, the larger the turnover of liquid 
capital can be. 

The smaller the average inventory 
carried, the larger the turnover of liquid 
capital can be. 

The larger the turnovers of liquid 
capital and of merchandise, the larger 
the resultant net profit should be. 

But that any extreme turnover of 
liquid capital coupled with very high 
liabilities will call for due caution in 
the granting of credit. 

Therefore, any unusually large turn- 
over of liquid capital is only justified 
when the liabilities, in relation to liquid 
capital, remain moderate and conserva- 
tive, and when a reasonable profit is 
shown. 

To illustrate these points there is 
presented this hypothetical case of a 
small manufacturing clothier whose 
December 31 balance-sheet is shown in 
Table I. 

There is here apparently a good cur- 
rent ratio unsupported by the important 


$250,000 


$ 50,000 
25,000 


$ 75,000 
$175,000 
$150,000 
$325,000 
$ 15,000 


3.00 


30.7— 10.7 points too high 
30.7— 6.7 points too high 
23 — 3. points too high 
50 — good 
too small for profits 
too small for profits 


operating ratios of receivables to sales 
and merchandise to sales, and then 
when we come to the turnovers we are 
convinced that the statement is mislead- 
ing, because we learn from the standard 
that a clothier should turn over his 
liquid capital three and one-half times 
when using bank credit and his mer- 
chandise four times, in order to insure 
a profit and to justify bank loans. Even 
allowing subject, as a small merchant, 
a percentage of twenty-three on receiv- 
ables and twenty-five on merchandise 
on December 31, we would be justified 
in the judgment that his receivables 
were only worth $75,000 instead of 
$100,000, and his merchandise was only 
worth $82,000 instead of $100,000, and 
therefore that the actual liquid capital 
instead of being $150,000 was only 
worth about $107,000, and if we re 
value the statement in this manner, wé 
can easily realize the necessity of this 
concern for bank loans. 


Result of the Analysis 


Both the turnovers are too small to 
justify confidence in the reported profits 
of $15,000, as well. as to justify com 
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Taste IT 


$ 37,000 


Receivables 
Merchandise 


305,000 
298,000 


or 13.4. per cent. of sales—very good 
or 13.1 per cent. of sales—very good 


$640,000 


Non-current assets 


103,000 


$743,000 


Liabilities 


Gross capital 
Liquid capital 


Sales 


Current ratio 


$332,000 





fidence in the integrity of the figures. 
In other words, if the figures were 
truthful, this clothier would not need 
to borrow in large amounts nor should 
his debt be as great as it is at the end 
of his active season. 

The reverse picture as to the opera- 
tion of the turnover ratios is shown by 
the authenticated statement of a whole- 
sale clothing manufacturer. These fig- 
ures are shown in Table II. 

The liabilities to liquid capital show 
a percentage of 108, which was about 
33 points too high, showing’ excessive 
dependence on credit. 

We now consider the turnover ratios: 

Times turnover of liquid capital— 
7.4. This shows 2.4 points in excess of 
an allowable turnover of 5 based on 
the small percentage of outstandings. 
This excessive use of credit should have 
resulted in large net profit. 

Times turnover of merchandise—7.6 
This is a very good turnover, and if the 
merchandise had been sold at proper 
prices, it should have resulted in excel- 
lent net profit. 

It will be seen from the above that 
this business, because of its large turn- 
overs, should have earned a good net 
profit instead of incurring a loss of 
$6000. 

The inevitable conclusion must be 
that this concern. did not know how to 
conduct its business profitably and 
therefore the capacity risk was poor 


or 14.6 per cent. of sales—good 


$411,000 
308,000 
2,278,000 


should have shown large profit 





and the credit risk bad, because al- 
though cash and receivables would seem 
to meet liabilities at statement dates, 
at other periods in the year the lia- 
bilities must be so great as to present 
a real hazard, which creditors should 
not overlook. 


Turnovers in Women’s Wear Ratios 


The manufacture of dresses is an in- 
dustry dependent upon very large turn- 
overs of both liquid capital and mer- 
chandise in order to realize a net profit. 
The terms of sale are generally 10 to 
30 days from end of month, the pur- 
chases of merchandise requirements are 
generally made on a 60 days’ credit 
basis, the gross profit on sales is mod- 
erate. 

The outstanding requirement in this 
trade is that it shall have no unsold 
manufactured merchandise at the end 
of its season, because it produces style 
merchandise which has little or no 
value if carried over to the following 
season. 

These trade conditions also require 
a large volume of sales in order to 
cover overhead costs, and as a conse- 
quence also involve a large turnover 
of liquid capital, which is accomplished 
in part through speedy manufacturing 
operations; longer terms received on its 
purchases than it grants to its custom- 
ers; and reliance on liberal trade credit 
plus seasonal bank credit. ; 








Sales of group 
Receivables 
Merchandise 
Liabilities 

Gross capital 
Liquid capital 










Per cent. 


Receivables to sales 
Merchandise to sales 
Liabilities to sales 
Liabilities to liquid capital 
Times turnover of liquid capital 
Times turnover of merchandise 
Per cent. merchandise to liquid capital 










When the credit executive fully un- 
derstands these conditions, he should 
have little difficulty in arriving at a 
credit conclusion based on the balance- 
sheet and the strength or weakness of 
the capacity risk, as shown by the op- 
erating ratios. 

As a basis for reaching the credit 
conclusions as to operating ratios, there 
is herewith presented in Table III the 











group staiistics covering seventeen 
names of prominent dress manufac- 
turers. 





This tabulation shows the striking 
fact that although the merchandise of 
this group at the end of the calendar 
year was only equal to 4.5 per cent. of 
the sales, nevertheless this small per- 
centage accounted for 52 per cent. of 
the available working capital of the 
group. It also shows the ability of 
dress manufacturers to make large 
profits with small investment of capi- 
tal providing they enjoy efficient man- 
agement. It also demonstrates the large 
risk which creditors to this trade must 
assume, because when this efficient 
management does not exist or weakens, 
the credit risk is greatly magnified. 

These group statistics illustrate the 
ability of these merchants, under favor- 
able conditions, to transact a volume 
of ten times the amount of the liquid 
capital, and that, although cash and re- 
ceivables are largely in excess of the 
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Taste III 
Dress Manufacturers 


From a standard covering calendar year 1930 


Operating Ratios of Above Group 















total liabilities, nevertheless the group 
as a whole owes at the end of its active 
season 70 cents in relation to every dol- 
lar of its liquid capital, which is an 
excessive percentage. In answer to this 
criticism it must be stated that at that 
period many individuals realizing large 
net profits in this industry, withdrew 
these profits from the business each 
year, because the easy credit accorded 
them -did not require any larger or in- 
creased capital. This situation resulted 
in extreme losses to these individuals 
in real estate and stock market ventures 
in 1930, etc. This withdrawal of earn- 
ings should not be _ permitted by 
creditors. 

Some of the important features at- 
tending the extension of credit in this 
industry may be illustrated by the five 
statements tabulated in Table IV, each 
of them being proportioned to annual 
sales of $1,000,000. 

It should be noted that the general 
averages in a standard should not be 
blindly utilized as these general aver- 
ages are affected by some statements 
either unduly favorable or unduly un- 
favorable. The average of average 
businesses is the proper and fair cri- 
terion to apply. 

Omitting such unusual _ statements 
from consideration, the 1930 dress 
manufacturers’ standard justified the 
following current credit conclusions: 
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Taste IV 
Current Assets A B C D E 
CBIR hg nieek Vee Sin eas eS $ 25,600 $24,000 $49,000 $ 20,000 $ 33,000 
Reset 66 ves. ee eseccnes 64,000 148,000 64,000 $1,000 70,000 
WC VIIR 06 6 id cS s ealece'ss s 49,000 17,000 29,000 48,000 78,000 





ESRI: | 5 sakes. 0.0'h'5 9s ein ae $ 48,000 
Liquid capital .............. 90,000 
SONNE? 653 sic wp Sagem os Te nnipe 1,000,000 





Curent FOS 64k das 5040 





Per cent. 
Receivables to sales ......... 6.4 
Merchandise to sales ........ 4.9 
Liabilities to sales .......... 4.8 
Liabilities to liquid capital .. 53. 
Times turnover of liquid capital 11. 
Times turnover of merchandise 20.4 


Merchandise to liquid capital 54, 






The per cent. of receivables to sales 


should not exceed,..............05:5 8 
The per cent. of merchandise to sales 

shield. t0t CHORD = sisas cca sacyes 5 
The per cent. of liabilities to sales 

should not exceed .........-ese0e. 8 
The per cent. of liabilities to liquid capi- 

tal should not exceed ............ 50 
The times turnover of liquid capital 

SOE NG MOND oh 05s-0-a. tae wes 5 10 
The times turnover of merchandise 

BE PI ars og bens baw ad Reece 20 


Any statement showing proportions 
which are not essentially worse than 
above would show a proper credit risk 
as far as its statement goes. 

In applying the above conclusions, 
we arrive at the following comments on 
five statements based on 1930 standard: 

Statement A.—All the ratios show 
good credit availability and a good av- 
erage condition. 

Statement B.—Shows 6.8 per cent. 
too large a ratio in receivables to sales 
which would call for complete investi- 
gation of the outstandings. Without 
this investigation we should penalize 
these figures by taking off $68,000 equal 
to 6.8 per cent. of sales. We then find 
current assets valued at only $121,000 
against liabilities of $74,000 and a 
liquid capital of only $47,000. The 
criticized ratios then change to—Lia- 
bilities to liquid capital, 157; times 
turnover of liquid capital, 21. Not- 
withstanding that the cash and receiv- 





Operating Ratios on Above Statements 





$189,000 $142,000 

$ 74,000 $ 46,000 $ 82,000 $104,000 
115,000 96,000 67,000 77,000 

1,000,000 1,000,000 1,000,000 1,000,000 









258 310 





14.8 6.4 8.1 7. 
1.7 2.9 4.8 7.8 
74 4.6 8.2 10.4 

64, 48. 122. 135. 
8.6 10.3 15. 18. 

59. 34.5 21. 12.8 

14,8 30. 71.6 101. 


ables of $104,000 will apparently pay 
debts of $74,000, the capacity risk is 
rated as doubtful and credit risk poor, 
for the reason that the business is evi- 
dently geared up to an extreme turnover 
of liquid capital, and any slight set- 
back might prove disastrous to the 
creditors. 

Statement C.—AIl the ratios show 
good credit availability. The very 
large turnover of merchandise demon- 
strates excellent capacity risk, provid- 
ing good profits are registered. 

Statement D.—The ratio of liabilities 
to sales of 122 per cent. shows the re- 
sult of attempting to transact a volume 
of fifteen times the liquid capital. There 
is certainly an element of risk in this 
credit, because at other periods of the 
year the liabilities must greatly, exceed 
those shown at statement date. The 
carried-over merchandise, while in good 
proportion to sales, is much too great 
for subject’s capital. The financial 
risk is weak. 

Statement E.—Outside of extreme po- 
sition shown in liabilities to liquid 
capital of 135 per cent., the liquid capi- 
tal is all represented in merchandise. 
This shows a very poor capacity risk 
and also a poor financial risk. 

While these comments apply to eon: 
ditions as they existed at the end of 
1930, they will probably apply to a 
large extent to conditions as of today, 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING COMPANY 
465 Main St., Cambridge, Mass. 


Please send me on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


in a trade which requires a very large 
turnover of liquid capital and turnover 
of merchandise in order to realize a 
net profit on sales. Nearly every branch 
of industry connected with the manu- 
facture and sale of women’s wear re- 
quires proportionate turnovers—each 
must be studied in the light of the con- 
ditions under which they operate. 

When these trade conditions in 
women’s wear are well understood by 
credit executives, the extension of lib- 
eral credit has met, and should continue 
to meet, with a profitable outcome. 


© 
SERVICE CHARGES MUST STAY 


THE service charge program should not 
be regarded as a temporary emergency 
matter, but rather in its true light of 
application of common sense. In no 
other successful business is it good busi- 
ness, nor is it even possible, to carry on 
a sizable portion of the business at a 
continued loss by virtue of such in- 
come as may be obtainable from other 
revenue sources.—Ellis M. Carr, presi- 
dent, First National Bank, Wellington, 
Kan. 


“BANK NITES” ILLEGAL 


THE practice of moving picture theatres 
in conducting “bank nites” in which 
cash prizes are awarded to ticket hold- 
ers constitutes a lottery, according to 
a decision rendered by the [Illinois 
State Supreme Court. The state au- 
thorities were authorized to prevent 
further use of that practice. 


GAIN IN COMMERCIAL PAPER 


COMMERCIAL paper outstanding in the 
open market at the end of April totaled 
$285,000,000, which represents a 64 per 
cent. increase over April, 1936, when 
the aggregate was $111,300,000 less. 
The March volume this year was $290,- 
400,000. 

Bankers’ acceptances totaled $395,- 
031,279 in April, a decrease for the 
month of $1,440,389. The gain over @ 
year ago amounted to $51,336,980, a 
14.8 per cent. rise. 





Conference of Mutual Savings Banks 


XECUTIVES and trustees of mu- 

tual savings banks, from various 

parts of the country, met in New 
York April 28-30 for a conference on 
thrift. The importance of this meeting 
is indicated by the fact that mutual sav- 
ings banks operate in eighteen states. 
First established in this country in 1816, 
for 121 years these institutions have 
been helping the average man and 
woman to conserve a part of their earn- 
ings. 

Total deposits are more than $10,- 
100,000,000, about one-fifth of active 
deposits in all the banks of the coun- 
try. Total assets exceed $11,400,000,- 
000. Depositors number more than 
14,500,000. In Massachusetts, where 
deposits exceed $2,130,000,000 or about 
one-tenth of all savings in all banks 
of the country, approximately 74 per 
cent. of the total population have ac- 
counts in mutual savings banks. In 
New York, where deposits in mutual 
savings banks amount to about $5,246,- 
000,000, about 53 per cent. of the 
population have deposits in mutual 
savings banks. Every bank with the 
word “savings” in its name in the state 
of New York is a mutual savings bank. 

The average deposit (individual) in 
mutual savings banks for the entire 
country was $698.18, January 1, 1937. 

The New York conference was wel- 
comed to the city by Andrew Mills, Jr., 
president of the Savings Bank Associa- 
tion of the State of New York, and 
president of the Dry Dock Savings 
Institution, New York. Carl M. Spen- 
cer, president of the National Associa- 
tion of Mutual Savings Banks and of 
the Home Savings Bank, Boston, fol- 
lowed Mr. Mills. He said that “it is 
not exaggeration to say that no other 
type of financial institution known to 
our country has rendered a more no- 
table service over a long period of 
years, with such uniform security to 
the public.” But he pointed out that 


times change, and suggested the meas- 
ures put forth by the Government 
should be carefully examined in the in- 
terest of depositors. He warned against 
gambling, and deplored the increase of 
installment buying by those who might 
not be able to afford such commitments. 


Major L. L. B. Angas, British econo- 
mist, spoke on “Managed Money.” He 
said that “money management in fact 
is here,” and that “all further forecast- 
ing both for bonds and stocks must be 
predicated on a correct understanding 
of the coming moves of the money man- 
agers. He regarded “the long-term 
outlook for the average American” to 
be “more promising and secure than 
it has ever been in the course of the 
history of the United States.” 


Henry Bruere, president of the Bow- 
ery Savings Bank, New York, presented 
the report of the committee on rail- 
way investments, of which he was chair- 
man. “There are many encouraging 
developments in the railroad field,” he 
said. “There is the modernization of 
equipment, the establishment of store- 
door delivery throughout the United 
States, the reduction of passenger fares, 
which has greatly stimulated passenger 
traffic and improved earnings in 1937.” 

In the absence of George M. Har- 
rison, president of the Brotherhood of 
Railway and Steamship Clerks, and 
chairman of the Railway Labor Execu- 
tives’ Association, his address was read 
by D. B. Robertson, president of the 
Brotherhood of Locomotive Firemen 
and Engineers. The concluding part 
of this address stated: “We hear a great 
deal about the activities of Communists 
and Fascists in this country. Person- 
ally, I believe these stories are greatly 
exaggerated. Neither Communism nor 
Fascism can get a foothold in a coun- 
try where men and women are given 
an opportunity to earn a decent liveli- 
hood and where they are permitted, at 
stated intervals, to go to the ballot box 
and select those who shall represent 
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them in government. So far as the 
American labor movement, as _ repre- 
sented by the American Federation of 
Labor and the railway labor unions is 
concerned, I can assure you it does not 
wear either a red shirt or a black shirt. 
It stands four-square for the institutions 
transmitted to us by the fathers of the 
Republic.” 

Harold G. Moulton, president of the 
Brookings Institution, in an address de- 
clared that “only in the unification of 
the transportation system is the solu- 
tion of the problems of high transporta- 
tion costs to be found. This unification 
“can be brought only by means of 
transportation companies exercising 
freedom to use the various forms of 
transportation in whatever combination 
experience may prove to be the most 
economical in moving goods or persons 
from point of origin to destination.” 

“Human Relations in Banking” 
formed the subject of an address by 
Thomas J. Kiphart, president of the 
Financial Advertisers’ Association, and 
director of public relations for the 
Fifth Third Union Trust Company, Cin- 
cinnati. “Curiously enough,” he said, 
“it often is the executive officers of a 
bank who first of all must be educated 
to the importance and the necessity of 
guarding and developing favorable 
public relations. The same executives 
have been rendering great economic 
and social service, but have failed to 
make the public aware of such con- 
tributions. The result is misunderstand- 
ing and misinterpretation, In the mind 
of the average banker, advertising 
usually has been considered as a means 
of acquiring business. Molding favor- 
able public opinion and making cus- 
tomers are two different jobs—sepa- 
rate though related. Perhaps it has 
been overlooked that advertising also 
can play a great part in the job of 
creating public understanding of our 
banking system. Let me impress upon 
you that it is as important to develop 
good will and understanding in the 
public mind as it is to sell your service. 
The greater that understanding the 
easier it will be to sell your bank and 
its services.” 
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At the third business session, on the 
morning of April 29, Edward K. Wood- 
worth, president of the New Hampshire 
Savings Bank, Concord, and chairman 
of the committee on public utilities, 
presented the committee’s report. It 
was the conclusion of the group that 
public ownership advocates appear to 
have the upper hand in controlling util- 
ity policies, and a program of “increas- 
ing encroachment on private utilities 
seems more probable than otherwise.” 
The effect “on securities of operating 
companies within the sphere of TVA 
influence remains a matter of interest 
and importance to investors.” In con- 
cluding its report, the committee said: 
“We believe that the better grade of 
bonds of well managed operating com- 
panies afford one of the most satisfac- 
tory types of investment for savings 
banks, as far, at least, as the credit risk 
is concerned. The industry seems due 
for large expansion in the years imme- 
diately ahead. If and when sound pub- 
lic utility bonds become available upon 
satisfactory terms, we look for a sub- 
stantial increase in the percentage of 
total assets represented by such secu- 
rities.” 

C. W. Kellogg, president of the Edi- 
son Electric Institute, said that “The 
only present threat to the electric in- 
dustry comes from the Federal Gov- 
ernment. Except for this threat the 
outlook for the industry never was 
brighter, although mounting costs are 
not encouraging for stockholders. The 
Government, in its attack on the so- 
called ‘private’ utilities, seems to over- 
look the fact they are ‘private’ only in 
the sense that they are non-govern- 
mental, for the private utilities really 
are owned by millions of investors— 
your 14,500,000 depositors among 
others,” Mr. Kellogg said. 


Improved Municipal Credit 


J. Hamilton Cheston, vice-president 
of the Philadelphia Saving Fund So- 
ciety, presented the report of the com- 
mittee on municipal credit, and stated 
that the outlook for such credit, both 
as to existing and future financing, has 
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broadly improved. “Apart from the 
general economic betterment reflected 
in improved tax collection results,” he 
said, “credit also must be given to the 
adoption of more effective procedure 
in the administration and collection of 
taxes. In some cases this has been 
achieved by rigorous enforcement, in- 
cluding the imposition of severe penal- 
ties and more frequent tax sales.” 

As viewed by George A. Bangs, man- 
aging director of the American United 
Life Insurance Company, Indianapolis, 
the peak of the municipal defaults is 
now definitely past, and rehabilitation 
activities are progressing satisfactorily. 


The Annual Banquet 


This was held on the evening of 
April 29, Rutherford E. Smith, presi- 
dent of the Massachusetts Savings Banks 
Association, and president of the Dor- 
chester Savings Bank, Boston, acting as 
toastmaster. One of the speakers was 
Dr. Virgil Jordan, president of the Na- 
tional Industrial Conference Board, 
who in speaking of the réle of the Gov- 
ernment in the future said: 


For greater speed and efficiency it soon 
will have an attachment enabling the state 
to regulate wages, working hours and em- 
ployment through labor organizations as an 
agency of the state, and to control prices, 
production and distribution of manufac- 
tured products through cartels, trusts or 
trade associations. This will raise the cost 
of production, speed up the dissipation of 
private capital and destroy the marginal 
producers or bring them to the Government 
banks for loans or subsidies—with strings 
attached—to maintain employment, enforce 
wage standards, allocate production, and 
control the flow of consumers’ purchasing 
power, upon which political power depends. 
It soon will have, too, a special device 
to control farm management and owner- 
ship, and gradually bring a dominant por- 
tion of farms under ownership of the state, 
or make farmers state employes. 

The case is not hopeless, but the chal- 
lenge is inescapable, and the responsibility 
is yours. Only by honest, enlightened, un- 
selfish and fearless leadership from some 
source as yet unseen, which will inspire a 
drastic spiritual purge, a violent moral re- 
vulsion against delusion and deceit among 
the American people, can they escape the 


oe that awaits them at the end of that 
Toad, 


A hangs prompt presentation of 
cash items throughout the major part 
of New York State and equally prompt re- 
turn is now made possible by the day and 
night transit department of the Marine 
Trust Company. Items sent during the day 
which reach us in time to be forwarded by 
the night transit department will be pres- 
ented the next day in most of the important 
centers of New York State. 


Arrangements with correspondents in the 
west and in other parts of the United States 
also permit the Marine to provide speedy 
handling of items in these sections. 

We shall be pleased to explain the benefits 
of this transit service to you, so that you 
may determine how useful this institution 
can be in presenting out of town items in 
the quickest possible time. r 


155 trains and 16 planes in and out of the 
city each day put Buffalo in close contact 
with the major portion of New York State 
and with other sections of the United States. 


MARINE 
TRUST COMPANY 
OF BUFFALO 


Member Federal Deposit Insurance Corporation 
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Real Estate Investments 


A. George Gilman, chairman of the 
committee on mortgages, and president 
of the Malden, Mass., Savings Bank, in 
presenting the report of his committee 
said that if wealth is to be preserved 
in its present form “it is evident that 
that invested in realty probably will 
stand up against adverse influences as 
well if not better than other available 
forms of investment. It is the belief 
of the committee that wealth is accumu- 
lating as a result of the purchase by 
far-sighted individuals of certain types 
of realty now available at what would 
appear to be prices below intrinsic 
values.” 

Charles G. Edwards, president of the 
Central Savings Bank, New York, dis- 
cussed “The Real Estate and Mortgage 
Situation as Affecting Savings Banks.” 
Following his address Robert B. Mc- 
Gaw, president of the Hampden Sav- 
ings Bank, Springfield, Mass., presented 
the report of the committee on insur- 
ance. 


New Officers 


Officers elected for the ensuing year 
are: President, Henry R. Kinsey, presi- 


dent of the Williamsburgh Savings 
Bank, Brooklyn; vice-president, Fred 
F. Lawrence, treasurer, Maine Savings 
Bank, Portland; treasurer, Walter E. 
Hallett, vice-president, the Bank for 
Savings, New York; executive secretary, 


John W. Sandstedt, New York. 


Mr. Kinsey stepped up from the vice- 
presidency of the association. For four 
terms he was president of the Savings 
Banks Association of New York, from 
1931 to 1935, and directed the savings 
institutions of the state through one of 
the most trying periods of American 
banking history. 

Mr. Kinsey essentially is a “career 
man.” A native of Brooklyn, he was 
educated to be an engineer, and for four 
years was connected with the Brooklyn 
Edison Company. But his interest 
turned in other directions and he joined 


the Williamsburgh Savings Bank in. 


March, 1900. The bank, then 49 years 


old, was one of the landmarks of the 
Williamsburgh section of Brooklyn. It 
had deposits of about $36,000,000, and 
the whole staff consisted of 18 officers 
and employes. Today the institution 
has a staff of 230, and deposits of $222,- 
414,198, belonging to 165,271 deposit- 
ors. It is the fourth largest mutual 
institution in the country, and its sky- 
scraper home near the Atlantic Avenue 
Terminal of the Long Island Railroad 
is a familiar sight. 


Mr. Kinsey was made assistant 
cashier in March, 1913; assistant comp- 
troller in December, 1914; comptroller 
in January, 1923; vice-president, Janu- 
ary, 1929, and president, July, 1934. 


Aside from the direction of the Wil- 
liamsburgh, Mr. Kinsey at various 
times has served on committees of the 
National Association of Mutual Sav- 
ings Banks, of the New York State 
Savings Bank group, and as a member 
of the Executive Council, American 
Bankers Association. Also he has taken 
a leading part in stabilizing the whole 
New York banking structure as a mem- 
ber of the State Banking Board, which 
exercises supervisory authority over 
New York banking matters. 


In acknowledging his election Mr. 
Kinsey said: 


‘We are well along the road toward 
abundance and the open door to saving 
and a balanced economic life is at hand. 
The present scale of living, the opportu- 
nities to work and achieve financial inde- 
pendence are improving every day. With 
all of these favorable influences at work, 
we should not forget that it is impossible 
to run our Government on credit forever. 
Equally it is evident that government 
financed projects can be only temporary 
measures at best. We cannot fail to be 
concerned with the fact that the debt of 
the Government is greater today than a 
year ago, and the greatest ever known. 
Ultimately the people of the United States 
must pay for national expenditures and 
we cannot shut our eyes to the truth that 
the growing debt and the unbalanced 
budget contain certain definite threats of 
inflation. Seeing the growth of what may 
be a menace to our country and its in- 
vested capital, owned, as it is, by millions 
of citizens, we can do no more than lift 
our voice in warning. Let us not hesitate 
to do that. 





THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, March 31, 1937 


RESOURCES 


CasH AND DuE FROM BANKS ........ . «. «$ 736,909,810.95 
U. §S. GOvERNMENT OBLIGATIONS, DIRECT AND FULLY 

GUARANTEED . . ite RN Co ast Galatea - 662,720,252.21 
STATE AND MUNICIPAL ‘Quovernes Pte ey ae Ay ee 78,044,315.56 


OTHER BoNDs AND SECURITIES. . . co ee « > S92 92640885 
Loans, DiscoUNTsS AND BANKERS’ Actes: see 6) eer 
Aes... TEP sos eR ee 37,174,578.57 
ROOM GEMAE, TEMORRU Sg he ota Seiceh sl ate tas 3,993,761.19 
MortcGaGeEs ay a: CRE) ete Ueto Sie eee 9,851,077.06 
CUSTOMERS’ Dacula lenienee eka: boo eens eae 17,828,554.30 
CI. TR hg et oo ates eee 22,402,079.43 


$2,553,059,637.69 


LIABILITIES 
CaprTraL Funps: 
CapiraL Stock ..... . . . . $100,270,000.00 


SURPLUS Shs are ea ah . . .  100,270,000.00 
Unpivipep Prorits .. .. ... .. .:.. Q35032,327359 


$ 225,572,327.59 
Reserve FOR CONTINGENCIES . . . =... 2 se 15,752,738.74 


RESERVE FOR TAXES, INTEREST, ETC... . . ...... 1,952,934.77 


Deposits .. EP nnn teaser 
ACCEPTANCES Ouesramanc ston. Se 20,069,834.95 


LIABILITY AS ENDORSER ON iepaseniens AND Penton BILLs 11,067,451.09 
OrHeR LIABILITIES Bs see Ser ee eh we ee Oe Rn ok 7,433,523.27 


$2,553,059,637.69 


United States Government and other securities carried at $178,729,298.80 are pledged to secure 
public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 








A Service for Travelers 


The Travel Bureau Helps the Bank 
The Bank Helps the Travel Bureau 


By IsaBELLE M. BENNETT 


The world is a great book and he who 
stays at home reads but a page. 


HUS runs the motto of the Explor- 

ers’ Club in New York. But the 

chance to travel and see the world 
is no longer the envied lot of a few 
explorers and professional globe-trot- 
ters. It is the property of everyday 
men and women, and the provision for 
their needs in this respect has come to 
be an extensive and profitable business. 
Travel agencies have been established 
to make easy the way of the traveler 
and to accommodate, not only the thou- 
sands of vacationists who go for pleas- 
ure alone, but business men, whose 
work takes them from place to place. 

It is natural that banks should have 
sooner or later realized that their facil- 
ities provided a valuable complement 
to the travel business. An agency in a 
bank could not only take care of the 
mechanical details of travel, but make 
the necessary financial arrangements— 
a double service not usually rendered 
by the regular bureaus. 

The time appears to be ripe, as never 
before, for expansion in this line. The 
stay-at-homes of the depression period, 
enjoying a new prosperity, are again 
looking at travel circulars for vacation 
suggestions. This rising demand for 
more and better travel service may well 
be met by the progressive banker who 
contemplates enlarging the scope of his 
bank’s activities. 

Let us, then, examine the advantages 
which a travel department offers. To 
what degree these advantages are en- 
joyed by an individual bank depends, 
of course, on many things, e.g., the 
ability and enthusiasm of the head of 
that department, the codperation of the 
rest of the staff, the publicity and ad- 
vertising methods, outside competition 
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and the traveling habits of the com- 
munity. 

In the first place, it is a means of 
adding to the bank’s revenue. Commis- 
sions from steamship lines, airlines, 
hotels, other agencies, etc., are the prin- 
cipal sources of income. 

Secondly, it is a valuable publicity 
feature, for, not only does it bring 
people to the bank who might not other- 
wise come, but, by satisfying its custom- 
ers, it makes them “rooters” for its 
travel facilities and brings them back 
again. It has been the experience of 
some banks that, though they actually 
made very little money from their travel 
bureaus, they felt that as an advertis- 
ing medium, they were well worth con- 
tinuing. 

Thirdly, it is a definite way of ren- 
dering service to the bank’s regular 
customers, the officers and, in some in- 
stances, correspondent bankers, who 
travel often. There are numerous de- 
tails in connection with even a short 
and inexpensive trip—phone calls, let- 
ters, inquiries, errands, which bring no 
financial return, but which are an asset 
to the bank’s goodwill. 

Lastly, it can be a means of directly 
increasing the business of other depart- 
ments. (a) The foreign department, 
with which travel bureaus are generally 
affiliated, benefits to the greatest degree, 
through the issuance of travelers’ 
checks, letters of credit, foreign ex- 
change, etc. (b) Customers who want 
to travel can be encouraged to open 
thrift accounts or to join travel and va- 
cation clubs. (c) Attention can be 
drawn to the safe deposit and safe-keep- 
ing features of the bank as a place for 
the traveler’s valuables. (d) The trust 
department can render service in the 
management of the traveler’s affairs 
while he is away from home. 





MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 
March 31, 1937 


RESOURCES 
Cash and Due from Banks ......- $167,360,477.79 
U. S. Government Securities ..... 214,713,934.42 
State and Municipal Bonds 17,919,765.04 
Stock of Federal Reserve Bank... . 2,278,050.00 
Other Securities head ease 60,607 ,696.48 
Loans and Bills Purchased ...... 209,732,536.28 
Mortgages o5.ccsccccccevcee. | saeeesanwe 
TURIN EROMOOE:. 6.0 -60 0 Ce inie wee 14,318,700.00 
Other Real Estate Equities . 5,039,511.03 
Customers’ Liability for Acceptances 20,590,282.00 
Accrued Interest and Other Resources 2,516,803.19 


$741,544,109.73 


LIABILITIES 
Preferred Stock .... $ 9,838,920.00 


Common Stock ..... 32,998,120.00 
Surplus and 

Undivided Profits .. 42,428,981.52 85,266,021.52 
Reserves ... a0 «cs RLS 
Reserve for Preferred Stock 

Sinking Fund 157,223.00 
Common Stock Dividend 

(Payable April 1, 1937) ....... 824,851.00 
Preferred Stock Dividend 

(Payable April 15, 1937) : 245,973.00 
Outstanding Acceptances . 21,554,040.97 
Deposits cece cee es « O18,917,74691 


$741,544,109.73 





HARVEY D. GIBSON, President 


Principal Office: 55 Broad Street, New York City 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 
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A representative department of this 
kind is the profitable and well-estab- 
lished travel bureau of the National 
Newark and Essex Banking Company, 
Newark, New Jersey. It was started in 
December, 1926, and __ successfully 
weathered the depression. Last year 
was the best in its history, with the out- 
look very promising for the months 
ahead. Under the managership of Miss 
Beth H. Smith, the bureau is run in 
connection with the foreign department. 
Her office is located on one side of the 
main lobby, in view of the entrance 
and the tellers’ windows. 

Miss Smith has found that the great- 
est direct benefits to the bank from its 
travel bureau have been to the foreign 
department. Other departments, un- 
doubtedly, profit, but the results are 
less easy to trace. Prospective travel- 
ers, according to Miss Smith, are very 
often referred to her by the tellers and 
officials, who, in the course of conduct- 
ing other business, learn of a custom- 
er’s travel requirements. Advertise- 
ments appear once or twice a week in 
the local papers. In addition, circulars, 
describing various tours, and carrying 
the name of the bank, are used. 

Unlike some other banks, the Na- 
tional Newark and Essex Banking Com- 
pany does not run its own tours, but 
acts as agent for steamship lines, air- 
lines, as well as sub-agent for certain 
other travel agencies whose tours it 
sells. It is on a competitive basis with 
other regular agencies, as well as with 
the travel departments of two other 
banks in the city. 

Miss Smith expressed regret that 
some student of banking costs had not 
devised a service charge suitable for 
travel departments, for, in no other de- 
partment is more time and effort given 
away free. For instance, a traveler who 
comes to the bank and wants to visit 
several countries on a European trip, 
may have to have visés for each one. 
Therefore, the bank’s messenger has to 
make the forty-minute trip to New York 
and visit each of the consular offices 
for the required visés—all this at no 
cost to the customer. Nevertheless, the 
bureau is as glad to arrange a short, 
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cheap vacation, as an expensive ocean 
voyage with de luxe accommodations. 

Thus, the business of selling people 
a good time and of catering to their 
pleasure wants can be made of as much 
importance to the bank as its necessary 
operating departments. 

© 


A PLATFORM FOR SAVINGS 
BANKERS 


First—That our ideals and objectives 
standardized by years of earnest en. 
deavor and accomplishment shall endure 
as the “rock of ages” for the millions 
of depositors whose billions of dollars 
we hold in sacred trust. 

Second—That we shall recognize the 
advent of, and our entrance into, a new 
era with the attendant responsibility of 
not only adapting but strengthening our 
form of banking to the changed and 
ever-changing economic conditions. 

Third—That we shall recognize the 
presence of enlarged and varying com- 
petition in our fields of endeavor, the 
forms of and the forces influencing its 
presence being secondary matters. It 
is here and must be met if the present 
generation of management is to pass 
on to its successor an institution stronger 
and to which increased strength we 
shall have contributed. 

Fourth—That we shall be _ open- 
minded toward innovations, regardless 
of origin or as repugnant as they may 
seem to be from this fact alone, and 
never let prejudice sway us to warp our 
official judgments. Analyze first, os- 
tracize last. 

Fifth—That we shall resist with in- 
dividual and united strength any motive 
that shall change the personality, 
weaken the character or hamstring by 
needless and destrictive legislation, 
state or Federal, a form of banking that 
has stood the test of time and storms. 

Finally, may we remember that in 
all probability the old order has gone, 
never to return; that notwithstanding, 
opportunity for service, equal to if not 
superior to that rendered in the past, 
still remains. Our depositors expect it; 
gur trusteeship demands it.—George H. 
Woods, president, Bridgeport Peoples 
Saving Bank, Bridgeport, Conn. 





New Business For the Safe Deposit 


Department 


By Freperick P. H. Sippons 


Secretary, American Security and 


HE development of the safe deposit 

business by a bank or subsidiary 

company engaged in that business 
is to my mind the most difficult in any 
new business program. The reasons 
for this statement are based on the fact 
that while you have a real service to 
render corporations, firms and individ- 
uals that service is on a contract basis, 
and your prospect of getting business 
rapidly is impossible. 

I like the statement of one of our 
New York banking friends who said, 
“We have found no royal road toward 
renting space rapidly but have de- 
veloped a slow natural growth by 
means of steady unspectacular develop- 
ment.” 


In considering the development of 
this business you are faced, however, 
with other difficult factors which enter 
into your plan and they too are hard 
to overcome. When I began to attempt 
to write this from the standpoint of 
what might be termed “a success story” 
I found that success in this business 
comes slowly. 

Why should I take such a view of 
the subject? I felt in presenting the 
results of my investigation on success- 
ful new business methods I might make 
it plain from the start that the study 
of the subject will convince you that 
you cannot expect outstanding results 
as are evident in other bank service 
development programs. 

When you plan a new business drive 
for renting safe deposit boxes you are 
faced with these important factors, and 


you must cope with them as your drive 
progresses. 


_—. 


_ Based on recent address before the Na- 
tiona! Safe Deposit Convention. 


Trust Company, Washington, D. C. 


First, the average renter of a safe 
deposit box takes a long time to make 
up his or her mind to use this im- 
portant service. 


Second, that the life of a rented 
box is said to average four years. 
Does, therefore, a real drive justify 
a large expenditure? 


Third, is your organization solidly 
behind you to secure increased busi- 
ness of this type? 


I have had the good fortune to col- 
lect data of some successful methods 
which I hope will be of assistance to 
those engaged in this business. 

One of the most interesting ones 
came from the Citizens and Southern 
National Bank of Savannah, Georgia, 
in which they stated that “their recent 
campaign had been quite successful 
having run for over two months and 
resulted in the sale of 250 new boxes.” 
The campaign was voluntary on the 
part of the staff and the plan of opera- 
tion was as follows. 


Meetings of employes were held to out- 
line the plan and to place in their minds 
the usefulness of safe deposit boxes. 

Selected names of prospects were com- 
piled from bank customers and also from 
outside sources, such as directories and 
rosters of city clubs. 

Carefully checked were the names against 
present owners of boxes. 

Names of prospects were furnished to 
employes to whom they were personally 
known and to the individual most likely 
to secure the rental. 

All prospects were interviewd by per- 
sonal calls on prospects at place of busi- 
ness—no solicitation being done in the bank 
nor over the telephone. 

High pressured salesmanship was dis- 
couraged and sales on the value of boxes 
were encouraged. 

Semi-weekly meetings of campaign work- 
ers were held with favorable reports made 
while if an employe reported unsuccessfully 
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on a prospect said prospect was given to 
another worker with instructions to 
follow-up. 

Prizes awarded on a point system. 


This drive is indicative of what can 
be done with a little pressure within 
your own organization. 

Whenever you move your bank into 
a new building, new location or open 
a branch in another neighborhood you 
have perhaps the best opportunity to 
develop this business on a large scale. 
What then is the real value of the safe 
deposit business to the customer? Per- 
haps the safety element is the most im- 
portant, but the pride of importance in 
having a box in which rests your per- 
sonal property is a real incentive. The 
campaign, therefore, to be intelligently 
handled must be discussed and planned 
several weeks before your safe deposit 
department is opened. 

The company with which I am con- 
nected established a new branch office 
some years ago in which safe deposit 
services were offered for the first time. 
We attempted to secure through card 
registration in advance of our opening 
an agreement from our customers and 
friends that they desired space in the 
new vault. When the vault was opened 
we followed up the reservations with 
prompt dispatch, and we were able to 
get at least 40 per cent. of our vault 
capacity rented on or about the time 
of the opening. This, however, can 
only be accomplished if your work is 
thorough and your staff is likewise be- 
hind your efforts. 

Some banks have reported that they 
have been successful in renting boxes 
through the employment of salesmen if 
given a fee for the rental of the boxes. 
While boxes do come in under this plan 
I have not felt sympathetic to it. I be- 
lieve you need definitely a person who 
is connected with your bank to solicit 
this type of business whose duty it is 
to generally develop all departments of 
the bank but who has a vital and defi- 
-nite interest in developing this particu- 
lar department. 

The use of the telephone has met 
with some success. According to one 
institution it is best accomplished by 
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sending out letters first with a descrip- 
tive pamphlet and then follow it up by 
telephone solicitation. However, I do 
not agree with this method as you are 
liable to create by the use of the tele- 
phone an opposition to your develop- 
ment plan which might be felt in the 
future. 

The more one goes into the subject 
the more it appears that the develop- 
ment of this business is also somewhat 
contingent upon economic conditions. 

The use of safe deposit boxes for 
hoarding currency is undoubtedly still 
in use. After 1929 the safe deposit 
business in banks and safe deposit com- 
panies began to decline and naturally 
reached the low point in 1932. When 
hoarding was at its greatest the safe 
deposit business began to noticeably 
increase. Those banking institutions 
which were reopened, however, after 
the Banking Holiday benefited consid- 
erably by the falling off of competition 
through the banks which did not re- 
open. However, their development was 
not as great as might be expected as 
boxes in closed banks were kept alive 
through the receivers of the banks. It 
was a source of revenue and properly 
controlled for the settlement of debts 
and not until bank receiverships were 
closed was it necessary to eliminate all 
box renters from closed banks. 

You will likewise find in growing 
cities the renting of safe deposit boxes 
is falling off in the central sections 
while the outlying districts and branch 
offices are gaining. The causes of this 
are obvious in the larger cities. The 
lack of parking facilities and the dan- 
ger of carrying valuables through the 
streets by people are apparent. Indi- 
viduals are desirous now of reaching 
their banking office quickly with valu- 
ables to be placed in the box and there- 
fore use the outlying districts. 

Another campaign of interest which 
has been followed by the largest bank 
in the country, The Chase National of 
New York, showed that their efforts to 
develop this business for their affiliate 
safe deposit company has been divided 
in three parts—advertising, personal 
solicitation and direct-by-mail. Their 





statement, which I think would be of 
interest to all—that safe deposit adver- 
tising itself must be conducted on an 
inexpensive basis—is I believe de- 
cidedly true.. This is perhaps done by 
having available printed folders for in- 
sertion in the monthly statements to 
customers and properly typewritten or 
multigraphed letters sent out at inter- 
vals to remind customers and prospects 
of your service. 

I have not found that many banks 
are likely to adopt the policy of mak- 
ing use of novelties in the development 
of this business. Perhaps the greater 
amount of results is obtained from 
the plainer type of printed material. 
In analyzing the Chase National Bank’s 
development program in their branches 
in particular, success of their continual 
campaigns are due to the close codpera- 
tion of bank officials with the officials 
of the safe deposit company and to the 
careful selection of prospects and sys- 
tematic follow-up. The manager of 
their safe deposit company gives daily 
reports of new business obtained, new 


accounts opened and after a careful 
check they discuss the advisability of 
writing letters, and in some instances 
permission is obtained from officers in 
charge of a new corporation to write 
to various individuals connected with 
said corporations soliciting safe deposit 
business. They state that this close co- 
Operation of the officers of the bank 
and officers of the safe deposit company 
is essential. 

This bank further feels that the use 
of letters to develop this business must 
be carefully considered. A type of let- 
ter which constitutes the best advertis- 
ing I would say is short and to the 
point explaining the value of the 
service. 

Another institution, the First National 
Bank of Boston, indicate that they ob- 
tain their new safe deposit box rentals 
through personal contacts of the officers 
of the bank in the renting of larger 
safes and the smaller safe deposit box 
renters, which make up the largest vol- 
ume, from persons having connections 
with other departments of the bank. 
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The Harris Safe Deposit Company of 
Chicago, Illinois, reported that one of 
their most successful ways of getting 
this business was the printing of fold- 
ers which were placed in all monthly 
bank statements, but in their final 
analysis they stated, “When all is said 
and done the best advertising is a sat- 
isfied customer who knowing he has 
been well served spreads the gospel of 
a well managed vault.” 

One of the banks on the West coast, 

the Security First National Bank of 
Los Angeles, figures that probably 90 
per cent. of their safe deposit depart- 
ment’s customers are customers of the 
banking department. It is their con- 
clusion that “advertising that will stimu- 
late demand for safe deposit boxes 
whether over the name of one bank or 
over the name of a group of banks or 
over no names, all banks in the vicinity 
will benefit and largely in proportion 
to the number of their depositors.” 
, One interesting report came to me 
from the First National Bank of Ballti- 
more. The tenants of a bank building 
should be thoroughly familiar with the 
safe deposit service. This bank stated 
that “we have large display placards 
advertising our safe deposit department 
on the main banking floor, and also in 
the main corridor of our twenty-story 
office building. These placards are 
changed weekly. We have smaller 
signs in neat frames, posted in front 
of the elevators on every floor in the 
building. On all deposit tickets and 
on all the covers of the passbooks of 
our savings department we advertise 
our safe deposit department.” 

The more I have reviewed this in- 
formation which has been assembled on 
this subject the more varied opinions 
are gained and I feel that perhaps the 
best way is now to consider all factors 
involved and suggest that you attempt 
to develop your own safe deposit busi- 
ness under what I term a “Be Certain 
Plan of Development” which may meet 
with success. 


Be certain that you plan with care 
and that your method of development 
is thoroughly studied in advance. 
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Be certain that you select the names 
of prospects from bank customers of 
other departments with great care. 

Be absolutely certain that identiti- 
cation of the person whom you are 
approaching is complete. 

Be certain that the staff of your 
bank is thoroughly familiar with your 
safe deposit services. 


Be certain that you watch your ad- 
vertising expenditures for safe de- 
posit development—a large appro- 
priation is useless and a waste of 
money unless you are opening a new . 
office or branch which has never be- 
fore had that service. 


Be certain that you have a constant 
follow-up system. 


With these points in view remember 
that the securing of safe rentals is not 
the only result obtained because they 
offer excellent prospects for other de- 
partments of the bank, but further re- 
member that the safe deposit service in 
each of your vaults must be of such a 
nature as to encourage a continuation 
of its use for years to come. 

It would, therefore, seem proper that 
the most successful campaign is one 
which is first planned well in advance, 
records and prospects are selected with 
extreme care, the entire official and 
personnel staff solidly behind the plan 
of development. A continual follow-up 
should be in order but not a constant 
campaign for new business. Educate 
your staff so as to make it “safe de- 
posit minded.” 

Be sure, however, when conducting 
a campaign that your officers receive 
weekly and monthly reports of all new 
and closed renters and your various 
offices are keeping at an equal level in 
the development, that is, the gain or 
loss is not out of line. 

It would seem that in all events per- 
sonal solicitation by members of the 
staff is most profitable, but your final 
continued development depends on 
service to customers and the true serv- 
ice which is rendered once a prospect 
becomes a renter. 
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You should, therefore, _ carefully 
watch the closing of boxes and if the 
percentage of ones closed from year to 
year is greater than the increase it is 
evident that something is wrong with 
the management of your department or 
company. 

It has always been peculiar to me as 
to why people seem to have a certain 
opposition toward renting a safe de- 
posit box and subject themselves to loss 
through keeping their valuables in un- 
safe places. You should try to have 
some appeal for this type of person. 

In conclusion it would appear that 
in safe deposit development the details 
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of your new business methods are some- 
what similar to other bank development 
plans, but remember you have a diffi- 
cult service to sell, Gne that is slow to 
move but as your business develops be 
absolutely certain that you are holding 
what you have secured because a lost 
safe deposit box is the hardest of any 
type of business to recover. By all 
means train your personnel to render 
real service and do not get the reputa- 
tion of being lax in vault management. 
The successful methods in the final 
analysis represent the proper handling 
of all details in your development 
plans. 


Says Government Should Pay More 
For Short-Term Funds 


J RITING in the New Jersey 
Banker, J. S. Rippel, former 
president of the New Jersey 

Bankers Association and president of 

J. S. Rippel & Company, says that the 

Government should pay a fair rate on 

short-term borrowings rather than to 

attempt to secure money at such low 
rates as 14 and % of 1 per cent. 

“We will say the Government has 
outstanding $2,500,000,000 of short- 
term paper at an average cost of 14 
of 1 per cent.,” says Mr. Rippel. “Sup- 
pose these renewals should be made 
and new short-term money borrowed 
at 214 per cent. It would make a 
difference in cost of $50,000,000 per 
year. Compare this cost with the ad- 
ditional amount paid by the Govern- 
ment in raising the price of gold from 
$20.67 per ounce to $35. In the three 
years and four months of its operation 
$4,900,000,000 has been purchased at 
over $14 profit to someone or a total 
of $2,000,000,000. What about our 
huge purchases of silver at prices far 
beyond normal? Would it be out of 
order to mention the hundreds of mil- 
lions of dollars paid farmers to control 
the raising of crops and live stock? 


What then is $50,000,000 in addi- 


tional interest compared to the billions 
of dollars paid out for only three 
projects fostered by the Government? 

“Bankers today are confronted with 
a competition by small loan companies, 
finance companies and others who are 
practically doing a banking business 
and who are permitted under special 
acts to charge a rate of interest run- 
ning from 12 to 42 per cent. Some 
of our Government officials would be 
surprised if they knew the extent of the 
business that is conducted by these 
companies in competition with banks, 
although banks are not permitted to 
ever charge over 6 per cent. Loans 
are made not simply on the borrower’s 
note but in a great many cases, col- 
lateral is obtained, either real or per- 
sonal. Meanwhile, some of these cor- 
porations are paying up to 5 per cent. 
to the depositor or certificate holder 
against 1 or 2 per cent. paid by com- 
mercial banks. One such corporation 
doing a country-wide business has been 
granted the privilege of joining the 
Federal Reserve System. Unless banks 
are given a more liberal treatment by 
the Government these corporations will 
continue to draw business from the 
banks by reason of the fact that they 
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are not subject to supervision and 
make loans that would not be per- 
mitted by banks. 

“If we were in normal conditions,” 
says Mr. Rippel, “naturally every 
banker would say let the money mar- 
ket run its course, it will adjust itself 
in time; but we are not in normal times. 
We have a managed currency and 
money rate which is being fixed for us.” 

Mr. Rippel pointed out that in spite 
of the increased revenue derived by 
banks from service charges, etc., and 
from the savings brought about by the 
stopping of interest payments on de- 
mand deposits and the reduction of in- 
terest paid on time deposits, many 
banks are still finding difficulty in 
maintaining adequate earnings. 

“In order not to reflect upon the con- 
dition of any particular banking insti- 
tution I will use one which I consider 
in a strong position, to bring out the 
change which has occurred within the 
last few years in respect to earnings. 
When the Government insisted that no 
interest be paid on commercial ac- 
counts, most bankers welcomed the sug- 
gestion as being an aid to their earnings. 
Later when interest on savings deposits 
was reduced to 2 per cent. and in a great 
many cases to | per cent., bankers 
looked for still further benefits and 
third, when some of us who have clear- 
ing houses adopted the service charge 
on small accounts and fixed charges for 
services rendered, we felt that some of 
our problems were solved. While this 
situation saved a great many banks from 
complete disaster, we found in this bank 
that in spite of all these savings and 
adding the service charges which 
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amounted to about $25,000 or $30,000 
a year, that earnings which were for- 
merly in good times $3200 a day were 
cut in half to about $1600 or $1700 or 
something over $500,000 a year less 
than they had previously been in nor- 
mal times. This situation arose in spite 
of the fact that bonds had recovered 
well over their cost price and showed a 
handsome profit. Also securities in 
back of collateral loans had advanced 
to prices which put these loans on a 
sound basis. 

“The problem I have presented,” 
says Mr. Rippel, “may seem very bold 
to some but in my opinion at this writ- 
ing, the only feasible and practical 
thing for the Government to keep the 
banking structure solvent and prevent 
any further loss in bonds is to give the 
banks at least a moderate return on the 
unemployed money which they now 
hold.” 

© 


BANKS SHOULD PAY MORE ATTEN- 
TION TO FARMERS 


Durinc the past year it has often oc- 
curred to me that we, as an organiza- 
tion, may be shortsighted in not taking 
more active interest in agriculture so 
that we may be more accurately in- 
formed of the changes that are taking 
place, that we may become better ac- 
quainted with our farmer customers and 
their problems, in order to meet the 
competition which is becoming more 
and more difficult because of aggressive 
programs now being carried on to 
finance agriculture.—F. Lee Major, vice- 
president, Boatmen’s National Bank, 
St. Louis. 





Banking Conditions in 1937 


Report of the Economic Policy Commission 
of the American Bankers Association 


MERICAN business is entering the 
A prosperity phase of the recovery 
movement. It is moving ahead so 
vigorously that fears are being ex- 
pressed in official circles and by eco- 
nomic writers that boom conditions may 
be impending, and that inflationary 
prices may develop. Almost all such 
discussions involve considerations of 
the expansion of bank credit, and most 
of them devote attention to measures 
which might be taken to avoid any un- 
duly rapid creation of bank credit. It 
is the purpose of this report to review 
existing conditions and short-term pros- 
pects relating to bank credit expansion. 
In 1929, which was the last year of 
the prosperity period, the loans of 
banks which are members of the Fed- 
eral Reserve System amounted to some- 
thing more than 26 billion dollars. 
Then they declined for five consecutive 
years until at the end of 1934 they 
amounted to only 12 billion dollars. 
That was a shrinkage of 54 per cent. 
Since then there has been an increase 
of about one and one-third billions, but 
at the present time member bank loans 
are still only about one half as great 
in volume as they were in 1929, 

The developments of this recovery 
period up to this time have demon- 
strated that in so far as the use of bank 
credit is concerned this period is funda- 
mentally different from the recovery 
period from 1921 to 1929. During all 
of the earlier period building construc- 
tion went forward in large volume and 
the real estate loans of member banks 
increased from a little over one billion 
dollars in 1921 to over three billions 
in 1929, The increase amounted to 183 
per cent. By contrast in this period 
building construction has increased by 
145 per cent. from 1933 to the end of 
1936, and meanwhile real estate loans 
of member banks have increased less 


than two per cent. Clearly no inflation- 
ary influence is now operating in the 
use of bank credit to finance new con- 
struction. 


OE A NEE TEAC EES SSF EC AO RENEE AS SA AOI 


Herewith is the text of the report 
of the Economic Policy Commission 
of the American Bankers Association 
as presented by Colonel Leonard P. 
Ayres, vice-president of the Cleve- 
land Trust Company, at the spring 
meeting of the A. B. A. Executive 
Council at Hot Springs, Ark. 


The memory of the great bull market 
is still vivid in the minds of all. From 
1921 to 1929 the market value of the 
securities of American corporations 
listed on the New York Stock Exchange 
advanced from a little less than 30 bil- 
lion dollars to 95 billions, or by some 
228 per cent. Meanwhile the security 
loans of member banks increased by 
133 per cent. 

We are now witnessing another great 
bull market that is comparable to the 
previous one in its expansion of market 
values, although it is less spectacular. 
The stock price index of the Standard 
Statistics Company shows an advance 
from the low week of 1921 to the high- 
est one of 1929 amounting to 353 per 
cent. The same index shows a price 
advance from the low week of 1932 to 
the high one of February, 1937, 
amounting to 328 per cent. There is 
not much difference between the 353 
per cent. advance of the earlier bull 
market and the 328 per cent. increase 
of this one, but there is an astonishing 
difference in the use of bank credit in 
the two periods. 

The security loans of member banks 
increased by 133 per cent. during the 
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earlier bull market, but in this one the 
change from the middle of 1932, when 
security prices were lowest, to the end 
of 1936, has been a decrease in secu- 
rity loans of 25 per cent. Probably 
few of us could have imagined that the 
second greatest bull market in our his- 
tory could be financed without exten- 
sive use of bank credit, but so far this 
one has been. Clearly once more there 
are no evidences of the inflationary use 
of bank credit in the security markets. 

The record of commercial loans dur- 
ing the two periods is a distinctly dif- 
ferent one. The most comprehensive 
index of the total volume of business 
activity is afforded by the figures of na- 
tional income paid out. From 1921 to 
1929 national income increased by 43 
per cent., and during that period com- 
mercial loans increased by less than 
2 per cent. From the middle of 1933 
to the end of 1936 national income has 
increased by over 50 per cent., but it 
has been accompanied this time by an 
increase in the commercial loans of 
member banks (from 1934 to the end 


of 1936) amounting to 24 per cent. 
We may summarize all this by not- 
ing that in the earlier recovery period 
great increases in building construc- 
tion, and in the market values of secu- 
rities, were accompanied by important 
advances in the volumes of real estate 


loans and of security loans. On the 
other hand a large advance in general 
business activity called forth almost no 
increase in commercial loans. This 
time all those situations are different. 
We have had an important revival in 
building construction, and a great bull 
market in security values, without any 
important increase in real estate loans 
or in security loans. Nevertheless this 
time commercial loans have increased 
as general business activity has ex- 
panded. 

It seems clear that the chief explana- 
tions of these strange developments are 
to be found in the changed policies and 
procedures of the Federal Government. 
A considerable part of the recent in- 
crease in building construction has been 
in public works, and a large propor- 
tion of the rest has been directly or 
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partially financed by public funds. 
Banks are now replacing real estate 
loans a little more rapidly than they 
are running off, but clearly most of 
the building recovery is being financed 
by other than bank funds. 

The bull market in securities is also 
being mainly financed by Government 
credit rather than by bank credit, al- 
though the processes by which that is 
being done are less easily visible. While 
it is true that the loans of member 
banks at the end of 1936 were little 
more than half as large as they were 
in 1929, the investments of the banks 
have so greatly increased that the sum 
of loans and investments now is almost 
as great as it was in 1929. The in- 
crease in investments is almost entirely 
in the securities of the Federal Govern- 
ment, and those holdings amount to 
13.5 billion dollars as contrasted with 
less than four billions in 1929. The 
Government has expended the proceeds 
from these borrowings, and the result- 
ing funds have largely come to rest in 
the banks in the form of demand de- 
posits which are now five billion dol- 
lars greater than they were in 1929. 

The depositors owning these demand 
deposits are free to use them as they 
see fit, and these funds are beyond di- 
rect control by changes in reserve re- 
quirements or rediscount rates. The 
increases in these demand deposits 
largely represent Government credit 
that has already been converted into 
money, rather than being the proceeds 
of ordinary bank credit expansion. 
Here we have the chief source of the 
financing of the bull market in securi- 
ties which is largely independent of in- 
creases in the security loans made by 
the banks. 

The case of the commercial loans is 
quite different. During the long and 
vigorous increase in general business 
activity from 1921 to 1929 the expan- 
sions of corporate enterprise were 
largely being financed by the floating 
of new corporate securities, and busi- 
ness concerns had little need for in- 
creased bank borrowing. During that 
nine-year period, in which commercial 
loans increased hardly at all, there was 











an increase in corporate financing for 
new capital amounting to 35 billion 
dollars. In this recovery period all 
the new corporate financing of the past 
four years combined amounts to less 
than two billion dollars. Under these 
circumstances corporations are turning 
in larger degree to the banks for in- 
creased accommodations as their busi- 
ness needs expand and we are having 
a moderate increase. in commercial 
loans. This may be expected to con- 
tinue, for recent surveys indicate that 
relatively little financing for new cor- 
porate capital is now being planned. 

The conclusion of our review is that 
there is no present evidence that there 
is now or has recently been any in- 
flationary expansion of bank credit. 
Neither does there appear to be any 
prospect of such developments in the 
near future. Such dangers of inflation 
as may be inherent in the present fi- 
nancial structure of our national econ- 
omy are not to be found in the real 
estate loans and the security loans of 
the banks, for both of those classes of 
loans are small in size and increasing 
very slowly. They are not to be feared 
in the commercial loans which are only 
a little more than half as large as they 
were in the prosperity period from 
1921 to 1929. 

If there are present monetary dan- 
gers of an inflationary sort in our banks 
they are to be found in the great in- 
creases in demand deposits largely re- 
sulting from Government financing. 
These deposits cannot be readily sub- 
jected to Reserve System control for 
they represent credit that has already 
been brought into existence. In the long 
run they are subject only to the self- 
control that may be exercised by the 
governmental agencies responsible for 
bringing them into existence and to 
that of the depositors who own them. 

The most effective step that could 
be taken to avoid an inflationary boom 
would be to balance the Federal budget. 
If that were done the other measures 
needed would be greatly simplified. If 
it is not done, no other measures can 
be adequate. As long as the budget 
remains unbalanced the result will be 


THE BANKERS MAGAZINE 








489 






to continue to pour a stream of officially 

created purchasing power into circula- 
tion. When that purchasing power has 
come into existence its use cannot be 
controlled by imposing restrictions upon 
bank lending, that that additional pur- 
chasing power has been created by Gov- 
ernment credit expansion and not by 
ordinary bank credit expansion. 

The Federal Reserve authorities have 
sought to strengthen their powers of 
credit control by increasing reserve re- 
quirements. Previous to August of last 
year member banks were required to 
keep balances with the Reserve banks 
equivalent to 3 per cent. of their time 
deposits and amounts varying with the 
classes of banks but averaging 10 per 
cent. of their demand deposits. - Dur- 
ing 1932 and 1933 the Reserve banks 
made large purchases of Government 
securities by what are known as open 
market operations. This was for the 
purpose of creating increased reserves 
for member banks and it was so suc- 
cessful that by the end of 1933 these 
banks had excess reserves amounting 
to about three-quarters of a. billion 
dollars. 

There then followed large importa- 
tions of gold which by last summer in- 
creased excess reserves to about three 
billion dollars. Under those conditions 
the Federal authorities were no longer 
in position to exercise effective control 
over any undue expansion of bank 
credit and they moved to strengthen 
their powers of control by increasing 
the reserve requirements of member 
banks to 41% per cent. of time deposits 
and an average of 15 per cent.-of de- 
mand deposits. 

Gold continued to be imported and 
again excess reserves increased until 
they were in excess of two billion dol- 
lars. There have now been ordered 
more increases in required reserves so 
that after this month they will be twice 
as large as they were before last Au- 
gust, and will amount to 6 per cent. 
of time deposits and an average of 20 
per cent. of demand deposits. When 
these requirements go into effect there 
will still be excess reserves of perhaps 


half a billion dollars. 
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Excess bank reserves consist of idle 
money seeking employment. The pres- 
sure of these reserves has been the driv- 
ing force which has facilitated the deficit 
financing of the Government, which has 
created the unprecedentedly great vol- 
umes of deposits which are now in the 
banks and which has forced interest 
rates down to exceptionally low levels. 
The recent increases in reserve require- 
ments have been accompanied by a 
moderate advance in short-term interest 
rates and by a considerable decline in 
the market prices of Government and 
corporate bonds. 

Your Economic Policy Commission 
is not critical of the increases in re- 
serve requirements. They constitute 
one of a series of measures which may 
become useful in controlling future 
credit expansion. The significance of 
the sharp reduction in excess reserves 
resulting from putting the new regula- 
tions into effect is that after this month 
the excess reserves of member banks 
will be much smaller than the holdings 
of Federal securities in the portfolios 
of the Reserve banks. Under these con- 
ditions the Reserve banks could tighten 
interest rates at will by selling Federal 
securities in amounts about equal to the 
excess reserves of the member banks. 

They could not do this as long as 
the excess reserves of the member banks 
were about as large as the holdings of 
Government securities of the Reserve 
banks or even larger. The increased 
reserve requirements are like the ad- 
justment of a brake mechanism by 
which the brake shoes could, if neces- 
sary, be tightened against the brake 
drum. The new regulations do not 
constitute an effective application of 
the credit brakes, but they do make it 
possible to use the brakes if that should 
appear to be the prudent thing to do. 

Your Commission does not regard 
either the new reserve requirements or 
the recent price declines in Federal 
bonds as being the features of greatest 
significance in the present credit situa- 
tion. It considers as of far greater im- 
portance the credit expansion which 
has already taken place through the 
marketing of great amounts of Govern- 
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ment securities, the investments of the 
banks in those securities, and the result- 
ing piling up in the banks of large 
totals of inactive deposits. These de- 
posits might now be used far more ac- 
tively than they are being employed, 
and they could support a higher gen- 
eral price level, and an increased de- 
gree of business activity, without fur- 
ther expansion of bank credit. 


© 
REAL SOCIAL SECURITY 


THE only real social security is that 
which people create for themselves 
through thrift and savings, through 
their savings accounts and life insur- 
ance policies, investments and home 
ownership. This is true social security, 
It puts money to ‘work productively 
and brings security to those who have 
earned it. The banks as custodians of 
savings have played an important part 
in this.—Philip A. Benson, second vice- 
president, American Bankers Associa- 
tion. 














Insuring Against Safe Deposit Hazards 


Subject Thoroughly Discussed at Recent Safe Deposit 
Convention by John W. Brown 


HETHER safe depositories should 

carry insurance or not on the 

contents of ‘safe deposit boxes is 
something which each depository must 
decide for itself in the opinion of John 
W. Brown, secretary and manager of 
the National Safe Deposit Company of 
Chicago who gave a talk on “Vault and 
Box Insurance” at the recent National 
Safe Deposit Convention in Washing- 
ton. “The only person who is willing 
to give an unqualified answer to this 
question,” said Mr. Brown, “is the in- 
surance salesman.” 

“One of the most important facts to 
keep before us in this whole discussion 
is that we are not in any sense insurers 
of our box renters’ property. Further- 
more, we must, very carefully, avoid 
giving our customers the impression 
that we guarantee the safety of the prop- 
erty they place in our safe deposit 
boxes. If we carry insurance we must 
not advertise that fact. It does not 
in any way change our relations to our 
box renters. It neither increases nor 
decreases the safety of their property, 
nor does it increase or decrease our 
responsibility. 

“Safe deposit insurance is unique in 
that it is the only type, so far as I 
know, which aims to protect the assured 
against losses sustained by him as a 
result of the loss of property the char- 
acter and value of which is unknown 
both to the assured and to the insurance 
company. 

“This has two important results. It 
prevents the safe depository from decid- 
ing with any probability of being right, 
how much insurance to carry, and makes 
it difficult for the insurance company to 
arrive at a fair price to charge for such 
protection. 

_ “We have all heard it said that there 
is danger that. safe deposit insurance 
May result in carelessness or at least in 


a certain sense of security which might 
tend toward relaxation of the eternal 
vigilance necessary in our business. 
Human nature being what it is, there 
may be some reason to this point of 
view. However, it should not be con- 
sidered a valid objection by those who 
have the right attitude toward the safe 
deposit business. A man may insure 
his household belongings for their full 
value and, if he wishes, leave his doors 





JOHN W. BROWN 


Mr. Brown began his banking career 
with the bond department of the First 
National Bank of Chicagn (then the 
First Union Trust and Savings Bank. 
In 1925 he was made assistant man- 
ager of the National Safe Deposit 
Company which is affiliated with the 
First National Bank. In 1929 he was 
made assistant manager, the position 
which he now holds. He was presi- 
dent of the Illinois Safe Deposit 
Association from 1935 to.1937 and 
chairman of the legal committee of 
the National Safe Deposit Advisory 
Council in 1936. 
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and windows open. It is his property, 
and he is under no obligation to any- 
one else except, possibly, a very indefi- 
nite one to other people who carry such 
insurance, on the theory that ‘the 
greater the losses, the higher the pre- 
mium.’ The safe deposit manager, on 
the other hand, besides the obligation 
which he is under to protect in every 
reasonable way the box renters’ prop- 
erty, which, as I have already said, is 
not lessened by carrying insurance, has 
a very real obligation to protect the 
integrity of the institution which he 
serves and no less an obligation to main- 
tain the high standards of the business 
in which he is engaged. No good safe 
deposit manager will shirk these two 
responsibilities. 

“Some safe deposit men feel that 
carrying safe deposit insurance might 
be construed as a sign of weakness. It 
should, however, not be so construed. 
The owners, or those responsible for 
the management of a safe deposit vault, 
may have the utmost confidence in the 
construction and other protective fea- 
tures of the vault and the integrity and 
efficiency of their employes, and still 
feel that it is prudent to carry insur- 
ance against loss, which I believe most 
of us will concede is humanly and 
physically possible even in the most 
adequately constructed and conserva- 
tively managed vault. 

“There are, broadly speaking, three 
classes of insurance: Burglary and rob- 
bery insurance, forgery insurance, and 
fidelity insurance. 

“I have frequently heard safe deposit 
managers say that they did not believe 
in carrying burglary and robbery in- 
surance, for two reasons: In the first 
place, if a vault was successfully raided 
by burglars or bandits, the chances are 
that the loss would be much greater 
than any vault could possibly afford to 
carry protection against in the form of 
insurance. In the second place, an ade- 
quately constructed and conservatively 
managed vault having the customary 
reasonable protection against burglary 
and robbery would not be held liable 
by the courts for losses sustained from 
those causes. Vaults in large metro- 
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politan centers can reasonably be ex- 
pected to have equipment and personnel 
sufficiently modern and efficient to com- 
bat successfully the attacks of burglars 
or robbers armed with modern tools, 
at least until such time as help arrives 
from the law-enforcing bodies of the 
community. In isolated communities 
the problem is more difficult, and | 
have heard it suggested that in such 
communities vaults might protect them- 
selves from losses through these two 
causes by limiting by contract the value 
of property in their boxes and insuring 
themselves accordingly. This might be 
practical in small communities but cer- 
tainly would not be in large cities, 

“The question of forgery insurance 
is important, because there is ordinarily 
no legal defense against a proven case 
of forgery, and so many vaults use the 
signature system of identification. In- 
surance against forgery is very gener- 
ally carried by banks, and it frequently 
covers the safe deposit vault. However, 
forging a signature on an access slip 
is quite a different thing from forging 
one on a check. The forger of a sig- 
nature on a check does not do it at 
the teller’s window but in some place 
where he can take all the time he wants 
and where no one is watching him. 
Also, he need not present the check in 
person, and even if he does there is not 
nearly so great a chance that the teller 
will know the depositor as there is that 
either the signature clerk or, more par- 
ticularly, the vault attendant will know 
the safe deposit box renter. In a prop- 
erly operated vault the risk would be 
very great. Moreover, it is easier to 
procure a check than it is a safe deposit 
key. 

“Fidelity insurance is _ insurance 
against loss sustained through criminal 
or dishonest acts of the assured’s em- 
ployes, and is carried by all banks, in 
the form of bankers’ blanket bonds. 
These bonds very generally include the 
safe deposit department by a clause 
easing in part somewhat as follows: 


“It ts agreed that this policy insures 
against any loss of property contained in 
customers’ safe deposit boxes, when sus- 











tained through any dishonest or criminal 
act of an identifiable employe of the as- 
sured in such circumstances as shall make 
the assured legally liable therefor. 


“As in forgery, there is ordinarily 
no legal defense against a proven loss 
resulting from the dishonest or criminal 
act of an employe. It is impossible to 
over-emphasize the importance of tak- 
ing every reasonable precaution to em- 
ploy people of proven honesty, to pay 
them adequately, and to make every 
effort to have a system which will not 
put temptation in their way and which 
will make it impossible for them to do 
any harm if tempted. However, it is 
fully as important to be able to prove 
by our personnel records that we have 
taken every precaution to employ honest 
people. I cannot remember a single 
instance of a loss sustained by a safe 
deposit vault through a dishonest or 
criminal act ‘of an identifiable em- 
ploye,’ while there have been many 
cases in which the courts have found 
against the safe deposit vaults on the 
grounds that they had been careless 
about the people they employed and it 
was therefore probable that the loss 
claimed had occurred. 


“I have discussed the three types of 
insurance which were, so far as I know, 
until comparatively recently the only 
ones available to banks or other safe 
depositories to protect them against 
claims by safe deposit customers of loss 
of the contents of safe deposit boxes. 
I now want to mention briefly another 
type of safe deposit insurance. This 
is the policy available to box renters, 
which protects them against loss of 
property from their own safe deposit 
boxes. This policy is of no real inter- 
est to us, as it insures the box renters 
and our interests are not in any way 
affected except indirectly. At one time 
I had a number of inquiries about this 
insurance from customers, but have had 
none for several years. However, I re- 
cently saw a circular urging purchase 
of this type of insurance by box renters. 

“The three types of insurance avail- 
able to safe deposit vaults, which I have 
discussed so far, are limited to losses 
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sustained under certain specific circum- 
stances, and while it is physically pos- 
sible for any of these circumstances to 
occur in any vault, and while there may 
be no legal defense against the proven 
losses occasioned by two of them, they 
are not the circumstances under which 
by far the greater number of claims 
have arisen or been sustained by the 
courts. I am sure you will agree that 
the greatest hazard in our business is 
the so-called ‘mysterious disappearance’ 
of property from safe deposit boxes. 
This of course is a direct result of the 
fact that the contents of safe deposit 
boxes are known only to the renters. 
It is, I believe, only comparatively re- 
cently that the insurance companies 
have undertaken to cover this type of 
loss by offering what they refer to as 
an ‘All Risk Policy’ commonly called 
‘Safe Deposit Liability Policy.’ This 
policy is of paramount interest to all 
of us, because it not only aims to pro- 
tect us from losses sustained by reason 
of the loss of, destruction of, or dam- 
age to our customers’ property, but also 
to relieve us from the expense of de- 
fending suits brought against us on 
these grounds. 

“Many of us may feel confident that 
the protection we afford our box renters 
is all that could reasonably be expected 
of us and that therefore we can success- 
fully defend any suits brought against 
us. There is no doubt that a well- 
founded reputation for high standards 
of protection reduces the chances of 
suit. Nevertheless, human nature being 
as it is, we are all subject to claims by 
two types of people: First, the dishonest 
person who places property in his box 
under such circumstances that he can 
prove that it was placed there, and then, 
having removed it himself, claims that 
he has not done so and that the prop- 
erty is missing from the box. Second, 
the customer who is always with us, 
who mislays or loses his own property 
and honestly believes that it has been 
either removed from his safe deposit 
box or been left in a room and taken 
by one of our employes, and therefore 
brings suit against us for its recovery. 

“There are lawyers who are willing 
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to handle either of these cases, fre- 
quently on a contingent basis, and there 
is always a chance, even though remote 
in the case of adequately protected 
vaults, that they may be successful in 
obtaining a judgment. 

“The question then to be decided is: 
What is the risk and how much are we 
willing to pay for protection against it? 
This, as I have said at the start, is a 
question which must be answered by 
each institution, like any other policy 
matter. 

“T now want to take up in a general 
way the two so-called ‘All Risk Policies’ 
which are being offered, and to point 
out how they differ and what changes, 
if any, we should recommend to the 
companies offering them. These are the 
policy known as the ‘Safe Depository 
Liability Policy’ written by large 
American stock companies, and the 
‘Safe Deposit Box Policy’ written by 
Lloyds of London. 

“The first question that arises is in 
the first paragraph of each policy and 
has to do with protection against the 
loss of property not in safe deposit 
boxes but lost from coupon rooms un- 
der such circumstances as would make 
the assured liable. In the case of the 
American policy the paragraph referred 
to reads as follows: 


To pay, on behalf of the assured, all sums 
which assured shall become obligated to 
pay by reason of the liability imposed upon 
the assured by law for loss or destruction 
of or damage to any of such property in 
such safe deposit boxes in the safe deposit 
vault or vaults in the said premises or 
within that part of the premises actually 
occupied by the assured in conducting its 
safe deposit business. 


“My contention is that, to make it 
perfectly clear that property lost from 
the coupon room but not in a safe de- 
posit box is covered, this should read: 


-.. any of such property in such safe 
deposit boxes in the safe deposit vault or 
vaults in said premises or any of such 
property within that part of the premises. 


“It seems to me that the repetition 
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of ‘any such property’ would make it 
clear beyond the question of a doubt 
that the loss of property from a coupon 
room would be covered. 

“The Lloyds policy specifically says 
that the loss must be from ‘the safe de- 
posit vaults of the assured’s premises 
or from the safes or boxes contained 
therein, including safes and boxes 
leased to customers or not leased, and 
while such safes or boxes are in said 
premises but outside of the safe deposit 
vaults.’ This, it seems to me, excludes 
property lost from coupon rooms and 
which I think should be included. 

“The American policy protects ‘only 
against loss which the assured shall be- 
come obligated to pay by reason of the 
liabilities imposed upon the assured by 
law.’ 

“Section D of the Lloyds policy reads 
as follows: 


The assured’s own property is expressly 
excluded from this insurance, but it is un- 
derstood and agreed that this insurance 
covers the interests of the assured and/or 
its customers and/or others owning or in- 
terested in the above mentioned articles and 
property, and any loss or losses relating 
thereto shall be paid to the assured ir- 
respective of the ownership thereof and 
whether the assured is legally liable there- 
for or not. 


“This would seem to me to mean 
that if we sustained a loss for which we 
were not legally liable but which for 
some reason of policy we might want 
to make good, the insurance company 
would pay our customer the amount of 
the loss. If this is true, and I am not 
at all sure that my construction is cor- 
rect, it seems to me to be a point in 
favor of the Lloyds policy. 

“There has been one change made in 
the American policy, through efforts, I 
believe, of the National Advisory Coun- 
cil, which is a great improvement, and 
that is that the company agrees not to 
settle any claim or other proceeding 
without the consent of the assured being 
previously given. The Lloyds policy 
says nothing about this, and I think it 
is important enough that we should in- 
sist upon its being included. 

“The American policy requires that 





THE BANKERS MAGAZINE 


‘the assured, upon knowledge of a claim 
or any occurrence which may give. rise 
to a claim, shall give written notice 
thereof to the company as 
soon as practicable.’ I think this should 
be clarified. We all have occurrences 
which may give rise to a claim called 
to our attention frequently, and we cer- 
tainly do not wish to advise the in- 
surance company of all of such occur- 
rences, by far the larger proportion of 
which are cleared up satisfactorily. The 
Lloyds policy says that ‘in case of a 
claim arising the assured shall notify 
the underwriters as soon as possible.’ 
If this means an actual legal claim, I 
believe it is satisfactory. However, it 
might be construed to mean the claim 
of a customer that something has been 
lost. In both cases I think this para- 
graph should be clarified, to guard 
against contention of the insurance 
company that they had not been noti- 
fied of a loss sufficiently soon to defend 
the suit successfully. 

“I have discussed with one of the 
large American companies the question 
of a deductible clause in their policy, 
and they have led me to believe that 
there is no doubt that it is now possible, 
or will be in the very near future, to 
obtain a policy with a deductible clause, 
if so desired. My own feeling is that 
it would be well to exempt all amounts 
up to at least $5000. I do not know 
whether it is possible to get such a 
clause in a Lloyds policy. 

“An important question in regard to 
this ‘All Risk Safe Deposit Insurance’ 
is the cost and, frankly, I have not been 
able to get any satisfactory answer to 
the question. The rates as published 
by the American companies cover two 
groups: Safe deposit vaults having less 
than 2500 boxes, and those having more 
than 2500 boxes. This, of course, is 
very unsatisfactory because of the fact 
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that there are such a very large num- 
ber of vaults which have many more 
than 2500 boxes and some which have 
ten times that number. I have a very 
strong feeling that the companies them- 
selves are groping in the dark when it 
comes to the question of what premiums 
they should charge. They also base 
their premiums in every published 
schedule on the boxes installed, which 
to my mind is not the correct basis. The 
premium should be charged on the basis 
of the number of boxes rented at the 
time the policy is written, this to be ad- 
justed at the end of each annual period, 

“There also seems to be no considera- 
tion given to vaults having high stand- 
ards of equipment and protection. There 
seems to me no reason why a vault 
having the most modern construction 
and the latest type of protection should 
pay the same premium as an old vault 
not having the most up-to-date con- 
struction. The same thing applies to 
standards of operation, though of course 
this is not so easy to figure. 

“T am sure that the insurance com- 
panies are willing to make every rea- 
sonable effort to meet any suggestions 
which we may have to offer. I have 
discussed this whole matter very thor- 
oughly with representatives of one of 
the large American stock companies, 
and they have referred my various ques- 
tions to their home office and I believe 
the present policy will be redrafted in 
the very near future and changed to 
meet most, if not all, of the suggestions 
offered. The inclusion of an exemp- 
tion clause is, to my mind, very im- 
portant as it would not only do away 
with the necessity of reporting the many 
small claims which come to our desks, 
practically all of which are cleared up 
by a little patience on our part, but 
should result in a considerable cut in 
the premium rate.” 











NEW and unusual plan whereby 
bankers may be relieved of the 
responsibility of being placed di- 
rectly or indirectly in the position of 
either recommending or endorsing the 
purchase or sale of any individual 
stock and at the same time make avail- 
able to their depositors an investment 
in stocks listed on the New York Stock 
Exchange which affords diversification, 
complete liquidity, control of portfolio, 
direct dividend payments and flexibility 
has been evolved by the New York 
Stock Exchange firm of Alexander Eise- 
mann & Co. The plan, which provides 
a reasonable profit to the bank without 
charging the investor any service fee 
over and above the commissions cus- 
tomarily charged by member firms out- 
side of New York, has been worked out 
over a period of several months with a 
number of banks in various parts of 
the country. The bank’s profit de- 
velops from the odd-lot minimum. 

Embodying the principle of diversi- 
fication, the plan provides for a group 
investment through the purchase of five 
shares of stock in each of ten com- 
panies in a given major industry, with- 
out such investment being in any sense 
in the nature of a fixed trust, a man- 
agement trust or a mutual fund. Un- 
der the plan the investor receives the 
actual stock certificates of the individual 
companies comprising the group and 
may dispose of all or any part of a 
group at his discretion. Dividend pay- 
ments are received directly from the 
various corporations. 

Banks adopting this plan are sup- 
plied with printed literature for the 
convenience of their customers in which 
the group selections of common stocks, 
all listed on the New York Stock Ex- 
change, are shown as Group “A,” 
Group “B,” etc. Pertinent data on each 
of the various groups are given, includ- 
ing the approximate price of the group 
based on recent market quotations, as 
well as the dividend rates of the in- 
dividual companies, thus enabling the 
prospective investor to determine the 
approximate current yield by groups. 
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Announces New Stock Purchase Plan 





In this manner the depositor is enabled 
to make his own selection and the need 
for the expression of an opinion on the 
part of the bank on an individual stock 
is avoided. 

In addition to groupings represent- 
ing eleven. major industries, groups 
classified as market leaders, active low- 
priced stocks, low-priced dividend pay- 
ing stocks, and two groups of low- 
priced miscellaneous stocks selected for 
speculative purposes are included. 

In discussing the plan, John B. Neu- 
muller, manager of the Group Securi- 
ties Department of the firm, stated: 

“The problem of avoiding respon- 
sibility, whether direct or indirect, in 
answering a depositor’s inquiry regard- 
ing an individual stock has caused the 
conservative banker concern for many 
years. The advantage offered by this 
plan lies in breaking up the prospec- 
tive purchase of fifty shares of stock of 
one company into five shares each of 
ten companies within an industry. The 
average fluctuation on ten stocks in a 
given industry is relatively small when 
compared with that on the so-called 
market leaders. The danger of a pre- 
cipitate drop in a single stock, known 
as a ‘blue chip,’ is thus to a large ex- 
tent avoided by the diversification af- 
forded. 


“Generally individual five-share or- 
ders are not sought after by Stock Ex- 
change firms but, handled as they are 
under this plan in groups, the pro- 
cedure is greatly simplified both for 
the bank and for our firm and we have 
found the plan works effectively and to 
the complete satisfaction of those bank- 
ers who are using it. With the stock 
comprising each group recorded in our 
office all that is required of the bank 
is to wire us collect to purchase any 
group, identifying it solely by its cap- 
tion, such as Group ‘O,’ and the order 
is immediately executed at the market 
on the floor of the Exchange. In addi- 
tion it facilitates the confirmation of 
the purchase to the investor by the 
bank.” 


















Control of Inflation Not in Hands of Banks 


Tom K. Smith Says Bankers Can Help By Public 


Education But Real Prevention Rests 


PEAKING on “The Banking Out- 
look” before the Indiana Bankers 
Association, Tom K. Smith, presi- 
dent of the American Bankers Associa- 
tion, said that present activities with 
inflationary tendencies are not based on 
bank credit and cannot be controlled 
by the banks. 

“Less than ten years ago we were 
enjoying the last flush of the post-war 
prosperity,” Mr. Smith said. “It was 
a new era, and there was no reason 
why it should not exist forever. From 
this pinnacle of optimism, the nation 
was plunged into the gloom of 1932 
and 1933. We have largely forgotten 
the cold despair of those years. Hunger 
and destitution seemed as permanent 
then as prosperity had seemed only a 
few short years before. Already we 
have thrown off this depression psychol- 
ogy. On every side there is increasing 
apprehension of the dangers of a de- 
veloping boom. Psychologically we 
have bounced from boom to depression 
and part of the way back again.” 

Mr. Smith pointed out some impor- 
tant differences from a banking stand- 
point between the current business up- 
swing and the prosperity of the °20s. 

“The Economic Policy Commission 
of the American Bankers Association 
has pointed out that from 1921 to 1929, 
a period during which building con- 
struction was extremely active, the real 
estate loans of the Federal Reserve 
member banks increased by 183 per 
cent. Building construction has been 
picking up rapidly during the past few 
years also. From 1933 to 1936 it in- 
creased by 145 per cent., but mean- 
while the real estate loans of the mem- 
ber banks have gone up less than 2 
per cent. 

“Much the same thing is true in the 
stock market. The stock price index 





With the Government 





of the Standard Statistics Company has 
advanced percentagewise almost as far 
during the present bull market as it 
did during the ’20s. The increase dur- 
ing the ’20s was 353 per cent., the in- 
crease during the present advance has 
been 328 per cent. Nevertheless, 
whereas the security loans of member 
banks advanced by 133 per cent. dur- 
ing the ’20s, there has been an actual 
decrease in security loans during the 
current upswing, the amount of the de- 
crease being about 25 per cent. 

“It is clear, as the Economic Policy 
Commission pointed out, that the 
present expansion in building construc- 
tion and the present activity in the se- 
curity markets are not based to any 
significant degree on bank credit. The 
funds upon which the present upward 
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movement is based are the result of 
Government borrowing. The Govern- 
ment sold its securities to the banks, and 
in turn it disbursed the proceeds in re- 
lief and public works and its other 
emergency activities. The recipients 
deposited the funds in their bank ac- 
counts, and thereby swelled the total of 
deposits. It is upon these deposits that 
the present security price movement and 
the upturn in building construction are 
based. But it should be observed that 
in consequence of this chain of events 
banks have little control over this up- 
swing. Since the activity in building 
and the stock market is not based di- 
rectly upon bank credit, banks cannot 
force restriction of the activity by 
adopting a more stringent loan policy. 

“I do not wish to be understood as 
implying that there is no possibility of 
control over the present movement, but 
I do wish to emphasize that that control 
is not in the hands of the banks. 

“A necessary condition to avert an 
inflationary movement is the prompt 
balancing of the Federal budget. To the 
extent that the Government, through 
borrowing, spends more than it re- 
ceives in taxes, new purchasing power 
will be created and the volume of bank 
deposits will increase. With the budget 
in balance, however, the authorities re- 
sponsible for credit regulation have 
powers which will probably be adequate 
to control the situation. As bankers 
we have a responsibility here: in so far 
as we can we must educate the public 
to the significance of these complex 
factors in public finance which are so 
important to the well-being of the en- 
tire nation. 

“In considering booms and depres- 
sions, you cannot leave out of account 
the important factor of mass psychology. 
In periods of inflation, the average 
American becomes a gambler. He 
abandons all the conservative principles 
upon which he was reared, He thinks 
of himself asa Napoleon of finance. 
He neglects his ordinary business and 
concentrates on the security or com- 
modity markets. Then the structure 
collapses and he goes to the other ex- 
treme. He loses his faith in all the in- 
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struments of credit and joins in a mad 
scramble for cash. Thus the vicious 
spiral of deflation is intensified. 

“Perhaps the most effective safeguard 
against speculative excesses is a cam- 
paign of public education, and we 
bankers must not overlook the poten- 
tialities of our vast army of employes 
in this direction.” 


O) 


THE BANK’S INSURANCE 
PROGRAM 


PROTECTION against loss of its money 
and securities, as well as the money and 
securities of others for which it is re- 
sponsible, is the first consideration of 
every bank in planning its insurance 
program. The principal hazards to 
which money and securities are exposed 
are: 

1. Fraudulent, dishonest or criminal 
acts of employes. 

2. Robbery and burglary. 

3. Larceny or theft. 

4. Misplacement or mysterious un- 
explainable disappearance. 

5. Destruction of and/or damage 
whether caused by fire, explosion, build- 
ing collapse, burglary or attempt 
thereat, vandalism or malicious mis- 
chief, robbery or attempt thereat, tor- 
nado, earthquake, flood or similar dis- 
turbance of nature, bombardment, mili- 
tary or usurped power, riot or civil 
commotion. 

6. Destruction of or damage to safes 
and equipment. 

7. Negligence of employes acting as 
messengers. 

Every bank will be assisted to a bet- 
ter understanding of its hazards, a bet- 
ter way to control and supervise these 
hazards and a more economical way in 
which to provide insurance protection 
against the losses that may result from 
them if the hazard survey and loss pre- 
vention service of insurance agents and 
brokers is called upon to assist in plan- 
ning better protection through a well- 
rounded insurance program.—James R. 
Rooney, manager, Indemnity Insurance 
Company of North America. 











Warns Against Government Ownership 


Failure Of the Banking System In Another 


ARNING that Government owner- 

ship and operation of the private 

banking system would surely fol- 
low its failure in another major eco- 
nomic crisis, Raymond N. Ball, presi- 
dent of the New York State Bankers 
Association, proposed in a recent speech 
the establishment of three regional 
banking research institutes to keep 
bankers currently informed of develop- 
ments in all parts of the country. 

Mr. Ball urged that bankers should 
spend less finding out about other 
people’s business and more about their 
own. The research agencies he pro- 
posed would be located in the East, 
Middle West and South and would be 
supplemented eventually by a national 
agency to correlate findings of the re- 
gional organizations. 

“The board of directors of each in- 
stitute should include not only experi- 
enced bankers but representatives of the 
banking supervisory authorities, es- 
pecially those of the district in which 
the institute is located, the general pub- 
lic, industry and agriculture,” Mr. 
Ball explained. “These directors could 
be especially valuable in outlining the 
broad problems which should be the 


subject of exhaustive inquiry. 


Cites Government Participation 


“The executive officer of the institute 
should be a person interested in the 
general economic problems of banking. 
Serving under his direction should be 
specialists in the several important 
fields of banking such as credits, invest- 
ments, bank management, trusts and 
public relations, among others.” 

Mr. Ball cited the entry of the Fed- 
eral Government into the banking busi- 
ness, recalling that as of the close of 
last year it had outstanding loans in 
one form or another totaling over 





Major Crisis Would Be Fatal 


$8,000,000,000, or the equivalent of 49 
per cent. of all outstanding loans made 
by commercial banks as of the same 
date. 

“Many bankers have criticized the 
Government for entering the banking 
business,” said Mr. Ball. “However, 
the Government usually reacts to public 
opinion when such opinion can be in- 
terpreted as a widespread demand on 
the part of the public to fulfill an im- 
portant need. No one is quite as sensi- 
tive to the demands of society as is the 
politician in a democratic state; that is 
his job. 

“The fact that the Government is in 
many phases of the banking field today 
may in itself be evidence that our bank- 
ing system may have been remiss in 
finding ways and means of providing 
modern society with certain credit and 
financial service which it demands. 

“While few will deny that our bank- 
ing system, if we may call it a system, 
has made a great contribution to our 
economic development, we cannot treat 
lightly the fact that it has failed in 
every major economic crisis,” Mr. Ball . 
continued. 

Government activities in the lending 
field during recent years had equipped 
it with an experience that would prove 
of value “for the larger bank task which 
Government may assume, in response to 
public demand, if unit banking fails 
again,” he said. 

“In this event, we may see our char- 
tered united banking system entirely 
eliminated and, in response to the de- 
mands of the general public, govern- 
ment ownership and operation substi- 
tuted in its place. That the trend may 
already be in that direction might be 
assumed from press dispatches stating 
that over 100 members of Congress 
have pledged their support to the pro- 
posal that the Government take over 
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Always a sound | 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New York 


630 Fifth Ave. CIrcle 6-1416 

International Bidg., Rockefeller Center 
Brooktyn .1 DeKalb Ave. TRiangle 5-2123 
KALTIMORE Baltimore Life Building 
Boston ..140 Newbury Street 
Cuicaco .. 30 North Michigan Avenue 
CLEVELAND ........ we. Leader Building 
Detroit .... David Whitney Building 
PuILADELPHIA ...............226 S. 15th Street 
PittTsnurGH ............ stecieide . Grant Building 
| ees ‘ Studio Building 
WasHINGTOn ....,...1115 Connecticut Avenue 


actual ownership of the twelve Federal 
Reserve Banks.” 


*t 


Warns of Inertia 


Arguing the necessity of the regional 
research units he proposed, Mr. Ball 
said that “banking must move itself out 
of the rut of individualism.” He added 
that “if it is not willing to do so by its 
own efforts, then it will by its own in- 
ertia be forced to accept whatever solu- 
tions to its major problems may be 
offered by others.” 

Among factors bearing upon the 
future of private banking Mr. Ball men- 
tioned legislation and regulation, gen- 
eral economic forces, and the quality 
of bank management. He said that 
powerful as the first two factors might 
be, they were not of equal importance 
with the third. This was proven by 
the fact that banks in this country had 
been subjected to a greater degree of 
regulation than those of any other na- 
tion, yet bank failures here were un- 


paralleled in the world, he said. 


THE ALCOHOLIC. BEVERAGES 
INDUSTRY 


THE alcoholic beverages industry has 
already attained a volume of produc- 
tion exceeding that of the pre-prohibi- 
tion era and represents a larger cap- 
ital investment, according to The Index 
of The New York Trust Company. In 
comparison with production of distilled 
liquors, malt liquors and vinous liquors 
valued at $440,000,000 in 1914, the 
bank review states that the industry’s 
products attained a total of $600,000,- 
000 in 1935, while an increase in Fed- 
eral tax collections from $458,459,000 
to $569,082,000 indicates still further 
expansion during 1936. 

It is pointed out that this volume of 
production represents to a certain ex- 
tent the building up of depleted stocks 
and that current consumption would 
not appear to have recovered to pre- 
war levels, but in recent months de- 
mand is computed to be keeping pace 
with increased production, justifying 
the present producing policy of dis- 
tillers. 

“Grouping together the three branches 
of the alcoholic beverages industry,” 
The Index says, “their record of or- 
ganization and expansion since repeal 
is impressive, although stabilization is 
not. yet fully complete, and perhaps 
the principal problem which the in- 
dustry as a whole now faces centers 
upon marketing methods—especially 
with regard to wines. Governmental 
regulation of the industry, because of 
its important social implications, has 
also proved a difficult and vexatious 
problem which, however, is now becom- 
ing more satisfactorily adjusted. 


Consumption Likely to Increase 


“Consumption should normally tend 
to increase with the continued rise in 
national purchasing power, and with 
the very greatly increased area in which 
sales of alcoholic beverages are now 
legal.” 








ANKERS are outstanding for their 

ability to recognize opportunities 
which exist for the development of 
business, a fact which has been proved 
time and again by their willingness to 
provide funds for a wide variety of 
business expansion. A banker’s train- 
ing teaches him to sense quickly any 
legitimate opportunity a business pre- 
sents for added profits. It is reasonable, 
therefore, to conclude that bankers are 
just as eager to answer the knock of 
opportunity upon their own doors as 
they are to provide the funds to per- 
mit others to do so. 

And today opportunity is knocking 
with more than customary loudness 
upon the door of the nation’s banks. 
If there is any doubt about this or if 
there be skeptics who incline to the be- 
lief in this instance that opportunity is a 
phantom and her knock a lure to the 
unwary they should have attended re- 
cent meetings of the various sectional 
Safe Deuosit Associations, at which was 
outlined a plan for increasing the num- 
ber of safe deposit box renters. 

This plan indicated conclusively that 
the nation’s banks have a golden oppor- 
tunity in the rental of their idle safe 
deposit boxes. This opportunity might 
be considered rather fallacious were it 
not for the fact that there exists today 
a tremendous potential market for such 
rentals. Just how large this market is 
was revealed by E. D. Madden, account 
executive of the advertising agency of 
McCann-Erickson, Inc., of New York 
City. 

Several weeks ago this agency was 
requested by William Haas, an official 
of the Manufacturers Trust Company in 
New York and vice-president of the 
New York Safe Deposit Association, to 
develop an advertising plan designed to 
increase safe deposit rentals. As a con- 
sequence the agency initiated a survey 
of the field in order to learn just what 
market was available for safe deposit 
box rentals. The results of this survey 
should open the eyes and secure the 





Plan To Rent Idle Safe Deposit Boxes 





attention of all bankers. It should im- 
press upon them conclusively that the 
rental of now vacant safe deposit boxes 
is a tremendously lucrative field and 
one which they can harvest through 
codperative action. 

There are in this country today some 
6,600,000 unrented safe deposit boxes 
out of a total of 11,000,000 boxes in 
the entire United States. If these boxes 
were rented at an average annual rental 
of four dollars each, a conservative fig- 
ure, the additional income which would 
accrue to the nation’s banks and safe 
deposit companies would total $26,- 
400,000, which is virtually net profit. 
The significance of this huge figure may 
be hard to grasp at first glance. Un- 
doubtedly its full import will amaze 
many who read it now for the first time. 
They may look for a “catch” in it. But 
there is no “catch” in it. 

This huge additional sum is within 
the reach of the safe deposit vault own- 
ers of this country with but little addi- 
tional expenditure. These 6,600,000 
boxes are idle. They are in vaults al- 
ready in operation. It will cost no 
more to operate these vaults when their 
boxes are all rented. To a large de- 
gree this $26,400,000 will mean just 
that much additional profit. When one 
stops to consider that any large cor- 
porate business in this country would 
be glad to earn a net profit of 10 per 
cent. on its total volume of business, 
it means that the average business to 
reap this additional profit of $26,400,- 
000 would have to increase its volume , 
by some $264,000,000. 

To any one who thinks this problem 
through a number of questions natu- 
rally present themselves. The first is 
usually: “Granted that there are this 
many vacant boxes, what reason is there 
to believe that these boxes can be 
rented?” 


This is a fair question. It, too, was 


answered in the plan presented at 
Newark. Moreover, it was answered in 
a number of different ways. 


First, the 
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plan revealed that not more than 12 
per cent. of all families in this country 
rent boxes today. On the other hand 
there are today in the United States 14 
million home owners. In other words 
there are not enough boxes available 
for these home owners, who have deeds, 
insurance policies and. probably other 
valuables which should be in safe de- 
posit boxes. When one considers that 
today 64 million persons have their 
lives insured it is little short of un- 
believable that the entire country has 
only about 4,400,000 rented safe de- 
posit boxes. 

The inescapable conclusion is that 
the rental of safe deposit boxes to the 
mass of the peoplé of this country is 
not at all impossible. The assumption 
that virtually every head of a family 
is a potential prospect for a safe deposit 
box is a highly logical one. 

If further proof of the availability of 
this market were required reference 
may be made to the McCann-Erickson 
field survey, conducted through a third 
party under the direction of Dr. L. D. H. 
Weld, economist and research director 
of this agency. This study was made 
among consumers, banks, safe deposit 
companies and police departments in 
21 communities both large and small. 
The conclusions revealed by this study 
were that more than 10 per cent. of the 
consumers interviewed have already 
made up their minds to rent boxes and 
an additional 31 per cent. are “on the 
fence” and probably need little more 
than a shove to push them over into 
the renter group. 

The survey also disclosed that more 
than half of the non-renters keep their 
valuables in portable lock-boxes at 
home. The police know, just as the 
thief knows, that a portable lock-box 
is as handy to make off with as a shoe- 
box. Some intelligently applied edu- 
cation on the proper use of safe deposit 
boxes would quickly convert a large 
percentage of this group into renters. 
Another large group admitted to having 
used the office safe at one time or an- 
other for protection. This group, too, 
can be sold by being educated. More 
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than 30 per cent. of the consumers 
queried had no idea of the cost of a 
safe deposit box and others questioned 
thought such protection cost from $1.00 
to more than $10.00 per year. Again, 
a need for education was indicated. 


Quite obviously, then, the conclu- 
sions any intelligent business man 
draws from the facts thus far presented 
are that the nation’s banks and safe 
deposit companies have a potential gold 
mine in their unrented boxes and that 
making this gold mine yield pay dirt 
is far from an impossiblé task, for the 
simple reason that there is a tremendous 
market just waiting to be sold this 
form of protection. 

Which brings us to the next question: 
How are you going to sell this market? 
It goes without saying that you can’t 
do it by personal solicitation. You can 
do it, however, just as every other huge 
market has been sold on a large scale. 
You can do it by advertising, just as 
the public became sold on automobiles 
or on radios or on buying liberty bonds 
or on drinking orange juice or on the 
idea of taking ocean cruises. 

Advertising has been selling the pub- 
lic on ideas for years and it is adver- 
tising that will sell the public the idea 
that to keep valuables anywhere but in 
a safe deposit box is as foolish and as 
unsafe as to leave the front door wide 
open every night. 

Plans have been completed for a 
complete program of radio advertising, 
supported by sales promotion material 
and literature, as well as an intensive 
publicity schedule. It is intended that 
the campaign will find widespread ac- 
ceptance among banks and safe deposit 
companies all over the country. 

The cost of such an ambitious pro- 
gram would be prohibitive for any one 
bank or safe deposit company, but by 
dividing the cost among many banks 
over a wide area, the cost is very reason- 
able, and the effectiveness of the effort 
is multiplied. Details of the complete 
plan with costs of participation can be 
obtained from William Haas, Manufac- 
turers Trust Company, 55 Broad Street, 
New York City. 











NOTE GIVEN TO BANK FOR “TEM- 
PORARY ACCOMMODATION” 


A PERSON who signs a note payable to 
a bank and delivers it to the bank for 
the bank’s “temporary accommodation,” 
will be liable on the note upon the 
failure of the bank even though he re- 
ceived nothing from the bank in return 
for his note. He will not be permitted 
to defeat a recovery on the ground that 
the note was merely an accommodation 
note, executed by him without consid- 
eration and for the sole purpose of 
lending his credit to the bank at a time 
when it was in a condition of financial 
distress. 

The original note involved in this 
action was given by the defendant to 
the bank, of which the plaintiff was later 
appointed receiver, at a time when the 
general slump in prices and the depres- 
sion in the cattle market had _ resulted 
in a condition of serious financial 
stringency on the part of the bank. The 
note was renewed several times over a 
period of years and finally, after the 
closing of the bank, the receiver brought 
this action to enforce the note against 
the defendant, its maker. It was held 
that the receiver was entitled to recover. 
“Public faith and credit and honesty 
in business transactions are the main 
assets of a bank,” said the court. “To 
sanction any arrangement whereby the 
real assets and securities of a bank are 
to be regarded as less than or different 
from the apparent assets and securities 
would tend to defeat the entire purpose 
of the regulatory statutes.” 

This is a recent decision of the Texas 
Commissioner of Appeals, Brand, Bank- 
ing Commissioner, v. Korth, 99 S. W. 
Rep. (2d) 285. 

In the opinion the court said: 

_ “Defendant having placed this note 
in the possession of the bank and hav- 
ing permitted it to retain same for more 
han five years with all the indicia of 
rights of full ownership, during which 
time creditors and depositors dealt 





Some Recent Banking Decisions 


with the bank on the faith of its sol- 
vency, he is estopped to deny liability 
as against the Banking Commissioner in 
his capacity as representative of the de- 
positors and creditors. But for the 
presence of this note as an apparent 
asset of the bank it might have been 
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placed in liquidation long before it was 
actually declared insolvent. In this in- 
stance we have, furthermore, conclusive 
proof that third parties extended credit 
to the bank in reliance on the note. It 
is undisputed that at one time this note 
was assigned to the Hanover National 
Bank of New York. Defendant knew 
this and protested. Nevertheless he al- 
lowed it to remain with the bank more 
than two years thereafter. If he had 
desired to protect himself, he could then 
probably have taken action successfully 
to obtain the note or to avoid its ob- 
ligation.” 

This decision was published in full 
in the March issue of The Banking Law 
Journal. 


REVOCATION OF LIVING TRUST— 
RIGHT OF TRUSTEE TO DEMAND 
CASH 


A PROVISION in a living trust agreement, 
reserving to the grantor “the right to 
add to or decrease said fund from time 
to time as she may desire” includes the 
right to revoke the trust, either in whole 
or in part, especially where the grantor 
and trustee are the only parties inter- 
ested. 

This is one of several points decided 
by the Court of Chancery of New Jer- 
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sey in Trenton Banking Company v. 
Howard, 187 Atl. Rep. 569. 

Another question presented was 
whether, under the provision authoriz- 
ing the grantor to increase or decrease 
the fund, she could require the trustee 
to pay over all or part of the fund in 
cash irrespective of the manner in 
which it was at the time invested. It 
was held that she did not have the right. 
She was entitled only to an assignment 
of the assets of the trust. The reserva- 
tion to the grantor of the right to in- 
crease or decrease the fund did not re- 
quire the trustee to keep the fund 
‘invested in securities so liquid as to be 
capable of being immediately converted 
into cash. 

The facts showed that on May 3, 
1926, Mrs. Howard, the defendant, paid 
to the plaintiff Trenton Banking Com- 
pany, the sum of $15,000 for the pur- 
pose of “the formation of a trust.” 
Under the trust agreement, the trustee 
agreed to keep the fund invested in 
“such securities as are legal and proper 
in this state for such investments,” and 
to pay the net income to the grantor 
quarterly during her life and at her 
death to turn over the principal to the 
grantor’s legal representatives. 

The trustee invested $12,000 in a real 
‘estate bond and mortgage and invested 
the balance in mortgage participations 
of $1400, $1100 and $500, respectively. 
The grantor was fully informed as to 
these investments. 

In April, 1934, Mrs. Howard noti- 
fied the trustee that she desired to re- 
voke the trust and requested that the 
sum of $15,000 be paid to her in cash. 
The trustee informed her that cash could 
be obtained only by selling the invest- 
ments and that the market for such sale 
was at the time unfavorable. Later, 
the $1100 participation was sold at its 
face value and, at Mrs. Howard’s re- 
quest, the proceeds were turned over to 
her. Mrs. Howard then demanded that 
the fund be further reduced by $10,000 
and that such sum be paid to her in 
cash. Upon the trustee’s failure to make 
‘payment, she brought suit against it at 
law for the $10,000. The trustee there- 
upon instituted the present proceeding 
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for the purpose of obtaining an ‘inter- 
pretation of the trust- agreement. and in- 
structions as to its duties thereunder. 
In the meantime, the prosecution of the 
suit at law commenced by Mrs. Howard 
was restrained. 

This is one of the decisions which 
suggest the difficulties in which a trust 
department may find itself as a result 
of entering into a trust agreement which 
does not specifically cover situations 
of the kind here under discussion. 

This decision was quoted from at 
length in the March issue of The Bank- 
ing Law Journal. 


TRANSACTION NOT COVERED BY 
FORGERY INSURANCE 


AN automobile dealer forged the signa- 
ture to a note and the chattel mortgage 
on a car securing the note. He then 
forged the same signature to a letter re- 
questing the plaintiff finance company 
to purchase the note and mortgage, 
which the plaintiff did, paying the 
money to the dealer, It was held that 
the plaintiff's loss was not covered by 
a policy of forgery insurance protecting 
the plaintiff from losses through the 
payment of any “order to pay a sum 
certain in money.” 

The forged letter was not an order 
for the payment of money within the 
meaning of that term as used in the 
policy of insurance. “The instrument 
here relied upon,” said the court, “was 
little more than a letter to the insured 
informing it of certain facts and invit- 
ing it to become the purchaser of the 
note and mortgage.” 

This was decided by the United States 
Circuit Court of Appeals in the case of 
Tennant Finance Corp. v. Maryland 
Casualty Co., 86 Fed. Rep. (2d) 789. 

In the opinion the court said: 

“If the insured is to recover it must 
do so on the theory that the ‘forged 
instrument’ is an ‘order’ for the pay- 
ment of a ‘sum certain’ in money. Ap- 
pellant (finance company) argues that 
whatever may be its form its legal effect 
was an order or direction to pay out 
money, and it, having described a note 
and chattel mortgage in the amount of 
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$442 and requested the purchase of the 
same, should be held to be an ‘order’ 
for the payment of a ‘sum certain.’ He 
asserts that so far as the effect on the 
maker of the note was concerned, his 
obligation was fixed and certain in the 
amount of $442, and the fact that the 
insured paid to Evans only the sum of 
$367.50 is immaterial. 

“We are unable to accept this reason- 
ing for we believe that the ‘forged in- 
strument’ was neither an ‘order’ for the 
payment of money as contemplated by 
the insurance contract nor did it direct 
the payment of a ‘sum certain.’ Web- 
ster defines ‘order’ as ‘the direction by 
which the payee or holder of negotiable 
paper prescribes to whom payment shall 
be made, a mandate.’ The instrument 
here relied upon was little more than 
a letter to the insured informing it of 
certain facts and inviting it to become 
the purchaser of the note and mort- 
gage.” 

This decision was published in full 
in the March issue of The Banking Law 
Journal. 


© 
CAUSES OF THE DEPRESSION 


THERE has been a bewildering multipli- 
cation of theories regarding the causes 
of the great depression and regarding 
the factors which have prolonged it, 
have brought about its unprecedented 
severity, and have made such recovery: 
as has come incomplete and disappoint- 
ing. I regard the matter as adequately 
explained by the following factors: 
(1) the immense dislocations created 
by the Great War; (2) the great growth 
in international trade barriers, tariffs, 
quotas and other restrictions which 
nationalistic policy since the war has 
progressively created; (3) the artifi- 
cially cheap money policies in the period 
following the war, which generated a 
vast expansion of bank credit, making 
it possible for creditor nations, above 
all the United States, to continue for a 
time sending out a great volume of ex- 
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ports in exchange for foreign securities 
despite the trade barriers. But this also 
generated a very dangerous and ex- 
cessive volume of debt, not only from 
foreign countries to the United States, 
but also from our own people to one 
another and to the banks, especially in 
the form of new securities issues, and 
real estate mortgages, all of which 
facilitated and made possible our real 
estate and security speculation. To 
these things I would add various gov- 
ernmental interferences with markets, 
efforts at price valorization, efforts at 
price fixing, efforts at wage fixing, and 
the growing tendency to substitute gov- 
ernment edict for business judgment in 
the detailed day by day conduct of 
economic life-——Benjamin M. Ander- 
son, Jr., Economist, Chase National 


Bank, New York. 
GOVERNMENT ECONOMY 


It is hoped that public opinion will 
line itself solidly back of those who 
now strongly advocate a reduction in 
these vast expenditures and relegate to 
the states and local governments their 
proper responsibility in caring for the 
needs of their citizens. There is no 
more wealth in the country than exists 
in the forty-eight states, and the Fed- 
eral Government, like the states, can 
produce funds only by taking from the 
earnings of the people. 

It must be realized that in the end, 
taxes fall on the working man as large 
incomes are sufficient to pay for only 
a fraction of the cost of government, 
while very heavy taxation on _ the 
wealthy will only too soon reach the 
point of diminishing returns. Whether 
he realizes it or not, heavy governmen- 
tal expenditures can be paid for only 
by levying in full on the real wages of 
the working man. 

Economy in the Federal Government 
results in the citizens and the states 
having that much more to spend for the 
benefit of themselves and their local 
activities—New England Letter, First 
National Bank of Boston. 
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Can We Control Inflation? 


By Dr. A. Puitie WooLrson 
Economist; Member of the New York Bar 


HE problems involved in credit 

regulation under a managed cur- 

rency system are no less difficult of 
solution than those when operating un- 
der the so-called “automatic” gold 
standard. There can be no doubt that 
the monetary and credit policies of the 
Federal Reserve System and the Treas- 
ury have in recent years been directed 
with the purpose first of inducing a re- 
vival in business and in commodity 
prices, and secondly to attain a position 
of what may be termed stable prosperity 
and stable prices. That the Administra- 
tion has been successful in its prior ob- 
jective can hardly be disputed; whether 
it will be successful in its larger objec- 
tive will depend in important measure 
on its development of controls over the 
expansion of credit over the years im- 
mediately ahead. 

The technique of the regulation of 
credit by the central bank will differ 
according to the difference in the char- 
acter of the deposit liabilities of the 
commercial banking system. While it 
is generally stated that bank credit is 
created whenever a bank increases its 
loans or investments, the effectiveness 
of the regulation of credit will depend 
in important degree upon the extent to 
which the deposits result from bank 
loans or from bank investments. When, 
however, deposits are created, not by 
bank loans and investments, but by the 
transfer of funds from foreign centers 
to our money and capital markets, the 
problem of the effective regulation of 
credit becomes infinitely more compli- 
caied. 


Whether an effective regulation of 
credit by the central bank over the next 
few years will be achieved will depend 
ultimately upon how effectively the pub- 
lic will be limited in the exercise of 
their control over their deposits in the 
banks, and upon what measures will be 


adopted to prevent any undue further 
increase in the volume of such deposits, 
or in the efficiency with which they will 
be used. 

Back in the period when the Federal 
Reserve discount rate and open-market 
policies were assumed to be effective 
instruments of credit regulation, it was 
generally understood that whenever the 
member banking system was indebted to 
the Federal Reserve banks, the general 
level of money rates would depend in 
important measure upon the proportion 
of the member bank reserve balances 
that could be considered as “owned” re- 
serves, and what part as “borrowed” 
reserves. Thus, for example, in 1923 
total member bank reserve balances at 
the Federal Reserve System averaged 
1873 million dollars, and the volume 
of their borrowing (that is, bills dis- 
counted at the Federal Reserve banks) 
averaged 736 million dollars. For that 
year the average rates charged custom- 
ers by banks in New York City was 5.19 
per cent.; the average rate charged in 
eight other northern and eastern cities 
was 5.50 per cent.; and the rate charged 
in 27 southern and western cities aver- 
aged 5.94 per cent. In 1927 total mem- 
ber bank reserve balances averaged 
2290 millions, while the volume of their 
“borrowed” reserves averaged 442 mil- 
lions, and the average bank lending rate 
was 4.53 per cent. for New York City 
banks, and 4.88 per cent., and 5.60 per 
cent. for the banks in the two other 
geographical divisions mentioned above. 
Again, in 1929, average member bank 
reserve balances were 2358 millions, 
average “borrowed” reserves were 952 
millions, while average bank lending 
rates were 5.88 per cent., 6.04 per cent., 
and 6.14 per cent. respectively for the 
three geographical districts. It can be 
understood that the problem of credit 
regulation by the Federal Reserve Sys- 
tem was relatively simpler as the pro- 
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portion of “borrowed” reserves to 
“‘owned” reserves increased. 

By rough analogy we may attempt a 
somewhat similar classification with re- 
spect to the deposits of the commercial 
banking system. It is of course legally 
true that every deposit represents a debt 
due the depositor by the banker, and 
so in the legal sense all deposits, so far 
as the depositors are concerned, are 
“owned” deposits. But so far as the 
problem of developing effective policies 
looking to sound credit regulation is 
concerned, we may properly narrow the 
term “owned” deposits to that aggregate 
of deposits which, from the point of 
view of the banking system in the ag- 
gregate, cannot be set off against the 
banks’ loan assets.!_ Defined in this 
way, it will help us to break up the 
“owned” deposit item into two divi- 
sions: (1) those resulting from the mak- 
ing of investments by the commercial 
banking system, and (2) those result- 
ing from the inflow of foreign funds 
into our markets, whether for deposit 
or for investment. 

An estimate of the total volume of 
“owned” deposits outstanding in all 
banks of the United States, including 
savings banks, may be derived from a 
comparison of the total loans and the 
total deposits othcr than interbank de- 
posits. The figures for the period from 
1929 to date are as follows: 


All Banks in the United States 
Total deposits 

otherthan “Owned” 

Totalloans interbank deposits 
Millions of Dollars —— 
55,289 13,371 
53,039 14,904 
45,821 14,516 
41,643 15,580 
38,505 16,528 
44,770 24,296 
48,964 28,635 
51,335 30,656 


Dec. 31 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
(June) 


41,918 
38,135 
31,305 
26,063 
21,977 

20,474 
20,329 
20,679 


*The higher the ratio of “borrowed” to 
“owned” commercial bank deposits, the 
more effective will be credit regulation, 
through central bank discount rate and 
open market operations, in the reaction 
upon the creation of deposit credit through 
the commercial banking systeni loan op- 
erations. 
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Since we are primarily interested in 
the problem of effective credit regula- 
tion incident to the extraordinary growth 
in the volume of “owned” deposits out- 
standing in the commercial banking 
system, a rough measure of the growth 
of such “owned” deposits can be ob- 
tained by subtracting from the total 
“owned” deposits in all banks of the 
United States the figures for deposits 
in mutual savings banks. 


“Owned” 
deposits 
All banks 
other than 
mutual 
savings 


“Owned” 

deposits 
All banks 
in the U.S. 


—— Millions of Dollars —— 
13,371 8,916 4,455 
14,904 9,507 5,397 
14,516 10,015 4,501 
15,580 10,022 5,558 
16,528 9,708 6,820 
24,296 9,828 14,468 
28,635 9,963 18,672 
30,656 10,060: 


Deposits in 
mutual 
savings 
banks 
Dec. 31 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
(June) 


20,596 


An illustration will indicate how the 
increase in investments by the commer- 
cial banking system will result in an 
increase in the volume of outstanding 
“owned” deposits. To begin with, how- 
ever, we must keep in mind that we are 
looking at the commercial banking sys- 
tem as an entity. This is in contrast 
to the point of view of the average com- 
mercial banker, who likes the savings 
banker, looks upon his deposits as the 
source of funds which he has available 
to increase his loans or investments. 
From the point of view of the commer- 
cial banking system as an entity, how- 
ever, the volume of loans and invest- 
ments that can be extended will depend : 
upon its reserve position, that is, the 
volume of loans and investments that 
can be extended will depend upon the 
aggregate of reserve balances of the 
commercial banks and the reserve re- 
quirements in force af any particular 
time. 

When the Treasury was faced with 
the problem of financing the large 
budgetary deficits incident to the de- 
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pression, it found that it had to have 
recourse to the commercial banks to 
absorb a large part of the new Govern- 
ment securities created. Because of the 
open market operations of the Federal 
Reserve System, and because of the large 
gold import movement, the commercial 
banking system found itself in a very 
liquid condition, and the banks found 
it possible to increase their investments 
in Government securities. 

The relationship between the increase 
in holdings of Government securities by 
the commercial banking system and the 
increase in their deposit liabilities may 
be illustrated as follows: 

Assume that the Treasury announces 
a new issue of Government securities 
of one billion dollars, and the commer- 
cial banking system subscribes for the 
entire issue. If the banks offer the 


Treasury a deposit credit on their books 
the Treasury deposits in the commer- 
cial banking system will have risen one 
billion, the holdings of Government se- 
curities by the commercial banking sys- 


tem will have risen one billion, and 
their reserve requirements will be in- 
creased, if we assume that the average 
reserve required is 15 per cent., by 150 
millions. 

Or the commercial banking system 
could draw initially on its reserve bal- 
ances at the Federal Reserve System. In 
this event the first effect would be 
merely to exchange a non-interest bear- 
ing asset in the form of reserve bal- 
ances for an interest bearing asset in 
the form of Government securities. 

When the Treasury draws upon its 
increased deposits at the Federal Re- 
serve for the payment of relief or other 
Governmental expenditures, the recipi- 
ent of the Treasury check deposits it 
in his bank, and the bank in turn de- 
posits it with the Federal Reserve Bank. 
When the Treasury draws on its de- 
posits with the commercial banks, the 
ultimate consequences are the same. In 
either event the commercial banking 
system’s reserve requirements are in- 
creased only by the addition necessitated 
by the increase in deposits, and the vol- 
ume of deposits outstanding in the 
hands of the public is increased by *he 
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full amount of the commercial banking 
system’s purchases of Government secu- 
rities, which in this example was one 
billion dollars. 

It will be seen then that the commer- 
cial banking system with adequate re- 
serve balances can, through the pur- 
chase of securities, increase the out- 
standing volume of “owned” deposits, 
just as through the making of loans it 
will increase the outstanding volume of 
what we have called “borrowed” de- 
posits. It is well to repeat that from 
the point of view of the depositors in 
the aggregate the commercial banking 
system has in its loan portfolio what is 
equivalent to a first lien on the “bor- 
rowed” deposits. An illustration will 
indicate the problems that arise in the 
attempt to regulate credit expansion 
when there is a marked increase in the 
volume of “owned” deposits. 

Assume that there has been created 
one billion of “owned” deposits through 
the commercial banking system’s pur- 
chases of new Government securities. 
Let us assume further that all these de- 
posits find their way to depositors who 
have insurance premiums of one kind 
or another to pay. When the depositors 
make their premium payments to the 
insurance companies, the result will be 
that the ownership of that one billion 
of deposits will be transferred to the 
insurance companies. The insurance 
companies now have one billion dollars 
available for new investment. Since 
the aggregate of deposits is unchanged, 
the reserve position of the commercial 
banking system will of course not be 
affected by the transfer of ownership 
of the deposits to the insurance com- 
panies. 

The point is, that while deposits 
created through bank loans, i. e., “bor- 
rowed” deposits, are self-liquidating 
from the point of view of the banking 
system as an entity, those deposits 
created through bank investments ‘(what 
we have called “owned” deposits) will 
continue as part of the currency sup- 
ply until extinguished by the banks 
liquidating their investments, either be- 
cause the Treasury is redeeming its out- 


standing public debt held by the banks, 
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or through sale by the banks of their 
investments to the public. 


Situation Compared with Earlier 
Period 

The inflationary factor implicit in 
the present “owned” deposit situation is 
in a measure comparable with the situa- 
tion that was permitted to develop in 
the pre-1929 period with the extraordi- 
nary development of the speculative 
loan item called “loans for the account 
of others.” This item represented 
mainly the liquid resources of corpora- 
tions and investment trusts loaned to 
the security markets through the banks 
as agents. 

It must be remembered that in the 
growth in the loans for the account of 
others than banks, the security markets 
found a method of obtaining funds out- 
side of the technique of collateral loan 
control up to then developed. If a cor- 
poration had a deposit in its bank which 
was paying it only a nominal return, 
it could instruct its bank to lend it in 
the New York or some other call loan 
market, and the bank would do so. The 
result was that the corporation would 
be able to earn handsome returns on 
its hitherto inactive deposit account, 
and the security market could draw on 
these “owned” deposits to finance the 
speculative frenzy. The banks were 
merely the agents of these depositors, 
and the effect was to transfer hitherto 
inactive deposits to active deposits. As- 
suming that the banking system did not 
increase its outstanding collateral loans, 
the effect then was that total security 
loans would be increased by the amount 
of these “loans for the account of 
others,” while the volume of deposits 
would not be increased, since all that 
occurred was a transfer of deposit ac- 
counts within the banking system. No 
effective technique had at that time been 
developed for controlling the activity 
of “owned” deposits, and resort was 
later had to legislation abolishing this 
particular form of diversion of “owned” 
deposits, with the result that large pri- 
vate accounts were prevented from us- 
ing their “owned” deposits to finance 
security market loan operations. 
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The problem of developing an effec- 
tive technique for regulation of the in- 
flationary potentialities inherent in the 
increasing volume of “owned” deposits 
outstanding in the commercial. banking 
system is complicated by the fact that 
an appreciable portion of the “owned” 
deposits have been created not by the 
increase in the commercial banking 
system’s investments, but by the inflow 
of funds from abroad for deposit or in- 
vestment in our markets. 

The character of our international 
financial business as it has been prac- 
ticed in this country in recent years is 
markedly different from that assumed 
to be the normal international financial 
practice for a creditor country operat- 
ing under the gold standard. In this 
connection we have to consider two 
phases of our international financial 
business, and how each affects our 
problem of effective credit regulation. 
These two phases are: (1) international 
acceptance banking, and (2) interna- 
tional deposit banking, (a) short-term 
deposit banking, (b) long-term deposit 
banking. 

So far as the problem of effective 
credit regulation is concerned, the 
simplest problems are those raised 
when our money market engages in the 
international acceptance business. A 
New York bank, for example, accepts 
and floats into the New York money 
market a foreign bill with a maturity 
of say three months. The drawer of the 
bill sells the dollars placed at his dis- 
posal, and subsequently the drawee of 
the bill has to acquire dollars in prepa- 
ration for the maturity of the accept- 
ance. There is a continuous movement 
of funds in and out and the movements 
tend to offset each other, except where 
there is an alteration in the volume of 
the acceptance business being done. 
Theoretically any disturbance to the 
balance of money movements due to 
this cause could be controlled by the 
central bank’s discount rate policy. A 
rise in the discount rate should discour- 
age discounting and encourage the hold- 
ing of deposits in New York; a fall in 
the rate should have the opposite effect. 
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When our money market engages, 
however, in international deposit bank- 
ing we are faced with the fact that there 
will not necessarily be a similar tend- 
ency to a balance of movements in and 
out, and- difficulties arise especially when 
the timing of the movements of funds 
differs. In the Macmillan Committee 
Report published in London in 1931 
the problems raised by the growth of 
London as an_ international deposit 
banking center are given thorough treat- 
ment. The problems raised by the de- 
velopment of this country as an inter- 
national deposit and investment banker 
are worthy of just as mature considera- 
tion. Only in the sketchiest fashion 
does this article endeavor to attack the 
problem from the point of view of the 
difficulties which the financial author- 
ities of the United States face in de- 
veloping a policy of sound monetary 
management. 

Because of disturbed political and 
economic conditions in various foreign 
countries, there has developed a natural 
desire on the part of foreigners to have 
part or all of their liquid capital re- 
sources in the form of a control over 
stable currencies. When the foreigner 
acquires a dollar balance in our market, 
he puts our money market in possession 
of foreign funds which the market may 
use to acquire an asset, gold or a for- 
eign bill, which can be considered as 
“cover” against the deposit liability 
created by the presence of the foreign 
deposit in New York. 

The deposits thus created in the 
commercial banking system by the for- 
eigners’ acquisition of dollar balances 
are what we have called “owned” de- 
posits, and can be used by the foreign 
depositor for any purpose he wishes. 
He may leave the funds on deposit, or 
he may invest the funds in short-term 
dollar securities, or in long-term bonds 
or in stocks. If the foreigner invests 
his deposit credit in our securities the 
net result is that his deposit credit is 
simply transferred to the domestic ven- 
dor of the securities. 

We shall consider as a short-term de- 
posit those funds which foreigners hold 
as balances in our commercial banks. 
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We shall consider as long-term deposits 
those deposits which the foreigner used 
for investment in our security markets. 


Rise in International Deposits and 
Investments 


The increasing importance of the po- 
sition of the United States in interna- 
tional deposit and investment banking 
is suggested by the following summary 
of our international trade and financial 
transactions for the years 1934 and 
1935: 


Total 1934 jand 1935 
(millions of dollars) 
Gold and silver movement. . —3,378 
Merchandise and _ service 
+ 669 
Capital items +1,896 
of which—stocks and 
bonds +644 
short term bonds +1,162 
Direct invest- 
ments and 
other capital 
transactions . 
Residual item 


(The + sign represents dollar receipts; 
the — sign represents dollar payments.) 


The Federal Reserve Bulletin for July, 
1936, states that nearly two-thirds of 
our total receipts of gold and silver 
(acquired in 1934 and 1935), reflects 
the known movement of capital to this 


country. In 1936 the total net gold 
and silver imports aggregated an addi- 
tional estimated 1300 million dollars. 

The table shown at the top of the 
next page, derived from the Department 
of Commerce studies of the balance of 
international payments of the United 
States, will give some indication of the 
nature of the capital and international 
securities movements between this coun- 
try and others for the period from 1926 
to 1935. 

This table would indicate that for 
the ten-year period 1926-1935 there is 
estimated to have been a net increase 
of 3267 million dollars of foreign funds 
sent here for investment. Or, to ex- 
press the idea in other words, the net 
increase in the volume of “owned” de- 
posits outstanding in our money mar- 
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American securities 
Sold to foreigners 
Repurchased from foreigners 
Balance 

Foreign securities 
New purchases by Americans 
Resold to foreigners by us 
Balance 

All (Amer. and For.) securities 
Balance 
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1930-1933 1934-1935 


—Millions of dollars— 
+2,684 
—2,296 
+ 388 


1926-1929 


+4,616 
—3,348 
+1,268 


+1,785 
—1,450 
+ 335 


— 880 
+ 935 
+ 55 


—1,181 
+1,604 
+ 423 


—1,617 
+2,415 
+ 798 
+1,691 


+1,186 + 390 


(The + sign represents dollar receipts; the — sign represents dollar payments.) 


ket, and standing originally to the credit 
of foreigners, must have increased for 
this period by about 31 billion dollars. 
And on balance the foreigner has trans- 
ferred in exchange for his security pur- 
chases the sum of about 34 billion 
dollars of “owned” deposits to the 
vendors of those securities. 


The changes in the volume of 


“owned” deposits attributable to the 
flow of international short-term funds 
to the United States, since 1929, have 
been more in the public eye than the 
growth in deposits attributable to the 


increase in foreign long-term invest- 
ments in our markets. The withdrawal 
of short-term funds usually takes the 
form of gold exports from the United 
States, and it is this gold flow that gen- 
erally gets the most publicity. 

The flow of international short-term 
funds in the United States balance of 
international payments is usually domi- 
nated by the transfers in international 
banking accounts. Foreign short-term 
banking assets in the United States at 
the end of 1929 stood at more than three 
billion dollars, and by the end of 1933 
were reduced to 487 million dollars. 
Since that date they had risen to over 
1450 million in September, 1936. 


Increased Difficulties in Regulating 
Credit 


In what way, then, can it be said 
that the problem of the regulation of 
credit has been rendered more difficult 
now that we have such an important 
position in international deposit and 
investment banking? 

I think that the answer may be some- 


what along the following lines. Under 
the orthodox policy of credit regulation 
by the central bank the technique of 
the regulation of credit expansion in 
this country was based on two premises: 
(1) A limitation of the rate of growth 
in the commercial banking system’s 
loans and investments to a rate not in 
excess of a so-called normal growth of 
4 to 6 per cent. per annum; and (2) 
preventing the development of a top- 
heavy excess reserve position in the 
commercial banking system’s balances 
at the central bank. Such were the 
guides to credit control that had been 
developed on the basis of experience 
when the ratio of commercial bank 
loans to deposits was on a considerably 
different level than exists today, and 
when sterilization of the gold received 
from abroad did seem to be an effec- 
tive means of preventing inflation of 
the domestic credit, business, and price 
structure. However, no control has been 
developed for regulating the volume or 
the turnover of the “owned” deposits 
outstanding in our money market as a 
result of the abnormal international 
capital movements of recent years. 
Since the gold sterilization policy is 
further premised on the theory that, if 
we prevent this excess gold from form- 
ing part of our credit base, we shall be 
prepared to meet a large gold outflow 
with a minimum of disturbance to our 
economic structure, let us see what hap- 
pens when the foreign creditor decides 
to liquidate his investments in our mar- 
kets. The important fact is not that 
the central banking system or the Treas- 
ury have enough “free” gold to meet 
any demand, or that the central bank 
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and the Treasury stand ready through 
open-market operations to cushion the 
effect on the commercial banking sys- 
tem’s reserve position incident to the 
flow of funds from our markets. The 
important fact is, that when the for- 
eigner calls for his money, he liquidates 
securities or has the banker liquidate 
investments or call loans. What in 
effect happens is that the “owned” de- 
posits previously created, outstanding 
in our money market as the result of 
the inflow of foreign funds, must now 
be returned to the foreigner. The prob- 
lems caused by the retransfer of de- 
posits from our nationals to the foreign- 
ers are not such as can be settled by a 
shipment of gold, for an appreciable re- 
transfer of such deposits necessarily 
involves a pyramidal deflationary liqui- 
dation of loans and investments. 

It is of course quite true, that if the 
commercial banking system were pre- 
pared to, or desired to, increase its 
loans and investments so as to make up 
the loss in the outstanding deposits, and 
for every dollar of deposits retransferred 
to the foreigner, would increase deposits 
of our own nationals, theoretically the 
deflationary consequences might not en- 
sue. Whether in a period of heavy 
foreign liquidation in our markets our 
own nationals would be willing to in- 
crease their investments or loans is, I 
think, a purely academic question. 


The Sterilization of Gold 


It will be helpful to survey briefly 
the development of this country’s poli- 
cies with respect to the sterilization of 
incoming gold. 

Up to the time when the Treasury 
took steps to forestall primary credit 
expansion on the basis of the new gold 
supplies, all gold received by the com- 
mercial banking system was added to 
their credit at the Federal Reserve Sys- 
tem. On the basis of the increase in 
the banking system’s reserve balances 
the banking system was in position to 
expand its loan or investment accounts, 
and it is such credit expansion that is 
termed “primary” credit expansion re- 
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sulting from gold receipts. If the Fed- 
eral Reserve System chose to invest its 
increased gold holdings in Government 
securities or in some other form of eli- 
gible paper, the effect would have been 
ultimately to increase the commercial 
banking system’s reserve balances by 
an additional amount; it is this latter 
operation that would put the commer- 
cial banking system in the position 
whereby a “secondary” expansion in its 
loans and investments could be built 
on the basis of the increased gold re- 
ceipts. 

It was only recently that the Treas- 
ury policy was developed to prevent 
primary credit expansion on the basis 
of the increase in our monetary gold 
stocks. Up to then the attempts to limit 
the influence of increases in the mone- 
tary gold stocks on credit expansion 
were as follows: 

(1) Prior to August, 1936, refrain- 
ing from using the increased monetary 
gold stocks as a basis for secondary 
credit expansion by the commercial 
banking system, but permitting full 
primary credit expansion. 

(2) After August, 1936, by increas- 
ing the reserves required to be held 
against deposits, attempting to limit the 
volume of primary credit expansion 
that could take place on the existing 
reserve balances built up by previous 
gold imports and Federal Reserve open 
market operations. 

It was because it was desired to pre- 
vent the primary credit expansion po- 
tentialities of increases in our gold 
stocks, that the stabilization fund was 
given the job of offsetting all new gold 
receipts by sales of Treasury bills, the 
effect of which would be to prevent the 
new gold from entering the monetary 
base, and would even result in an in- 
crease in reserve requirements as de- 
posits increased, either as a result of 
the inflow of foreign funds or as a re- 
sult of increase in the banking system’s 
loans and investments. 

It will be appreciated, I believe, that 
the fact that the Federal Reserve Sys- 
tem and the Treasury are now prevent- 
ing both secondary and primary expan- 
sion of credit on the basis of any in- 
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creases in gold stocks will not neces- 
sarily have any effect on the inflationary 
potentialities of the existing volume of 
“owned” deposits already outstanding 
as a result of the inflow of foreign 
funds and the increase in the commer- 
cial banking system’s investments. 

To the extent that a creation of de- 
posits results from the inflow of for- 
eign funds, the root of the problem is 
really this: Should a creditor country 
receiving excess funds from abroad for 
investment in its markets permit com- 
plete mobility of movement? Should 
a country operating under a managed 
currency system endeavor to control 
the movement of foreign funds into its 
market? When a significant part of 
our currency management problem can 
be attributed to the mobility of capital 
fund movements from abroad, why 
should the central banking authorities 
believe that domestic currency stability 
can be achieved by ameliatory measures 
instead of preventive measures? 

As it works now, various countries 
have arrangements for controlling the 


flow of domestic funds into new capi- 
tal issues, foreign and domestic, floated 


in their markets. Great Britain, for ex- 
ample, regulates the volume of funds 
which it will permit its nationals to 
subscribe for new foreign issues floated 
in its market. The United States by 
legislation forbids new foreign loans to 
nations that have defaulted on their 
war debt account. 

Why then should it not be possible 
for foreign countries to control the vol- 
ume of funds of their nationals that 
may be invested abroad? It may be 
that some countries prefer to have a 
large volume of funds invested by their 
nationals in dollar securities, on the 
ground that if the nationals have the 
securities the countries have a readily 
mobilizable fund of dollar exchange in 
time of war demand. But is it sound 
policy that the American economy 
should not only permit foreigners to 
make profits in our security markets, 
but also allow them to unstabilize our 
domestic financial structure both when 
they first make these investments, and 
later when they liquidate them? 
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In connection with -the problems 
raised by our large gold imports, it 
has been said that we, as a creditor 
country, owe a duty to the world to 
invest abroad our surpluses on inter- 
national balance of payments account, 
if we wish to contribute to international 
economic stability. The difficulty here, 
of course, is to measure how much real 
capital surplus a country has on its in- 
ternational accounts for investment 
abroad. The volume of such capital 
surplus should not be confused with the 
volume of that country’s gold import 
movement. It would appear that the 
actual annual capital surplus which a 
creditor country can count on for in- 
vestment abroad is one that results from 
a surplus on its combined merchandise 
and service account and the net balance 
in the income from the foreign invest- 
ment account. Obviously capital sur- 
pluses on our international accounts, 
resulting from abnormal capital move- 
ments to this country are not real earned 
surpluses, and international economic 
stability will not be aided by our re- 
investing such funds abroad. 


Reducing Potential Inflation of 
Foreign Funds 


Since no measures have been de- 
veloped for preventing the inflow of 
foreign funds from forming part of 
our deposit credit structure, is there 
anything that can be done to reduce 
their inflationary potentialities, or even 
induce a return flow before we move 
into “boom” times in this country? It 
may be that a program will be worked 
out by which a tax of 25 per cent. or 
more would be placed on the income 
received by foreigners on their invest- 
ments in our markets. It is to be hoped 
that this country will in the long run 
not have to pay too dearly for acting 
as a haven for foreign funds. 

Whether effective measures can be 
developed for curbing the increase in 
the volume of “owned” deposits result- 
ing from foreign fund movements, what 
is there in the currently accepted tech- 
nique of credit control that affects the 
inflationary potentialities inherent in 
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the total volume of “owned” deposits 
now outstanding as liabilities of the 
commercial banking system, both those 
originating in foreign fund movements, 
and those created through the increase 
in commercial bank investments? 

It has been the belief of some author- 
ities that once the level of excess mem- 
ber bank reserve balances at the Fed- 
eral Reserve System is reduced to a 
point where moderate open-market op- 
erations by the Federal Reserve System 
would be instrumental in impeding ex- 
cess credit expansion by the commercial 
banking system, our worries over credit 
inflation will be minimized. 

Let us assume that there are no ex- 
cess member bank reserves and that the 
member banks have no source from 
which to increase their reserve balances. 
Assume that the sterilization operations 
of the Treasury stabilization fund are 
effective, and that there is no change 
in the volume of currency in circula- 
tion. Assume further that either of the 
following happened: (1) An increase 
in Treasury deficit financing by the com- 
mercial banks of one billion dollars; 
and (2) an increase in commercial 
bank loans of one billion. 

The result of either operation would 
be to increase outstanding deposits by 
one billion, and assuming an average 
reserve requirement of 20 per cent., 
would necessitate an increase in reserve 
balances required of 200 million. To 
get the increase in reserves required 
would force the banks to borrow from 
the Federal Reserve, unless we were to 
assume further that the Reserve System 
would buy enough Government secu- 
rities in the open market to offset any 
hardening tendency of money rates. 

It is to be noted, however, that in- 
creasing the commercial banking sys- 
tem’s dependence on the Federal Re- 
serve and limiting the creation of new 
deposit credit by the banks will have 
no effect on the existing volume of 

owned” deposits. If, however, the 
volume of existing “owned” deposits 
could be markedly reduced, the policy 
of increasing the commercial banking 
system’s dependence upon the Federal 
Reserve might conceivably be an effec- 
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tive means to curb excessive bank credit 
expansion. 

It is only when the Treasury will be- 
gin to retire that portion of the public 
debt held by the commercial banks that 
we shall see the beginning of the re- 
duction in the volume of outstanding 
“owned” deposits. When checks are 
drawn on the commercial banks and 
sent to the Treasury in payment of 
taxes, the proceeds can be used to buy 
back from the commercial banks the 
Government securities they hold; the 
result is to cancel a volume of deposits 
equivalent to the volume of commercial 
bank holdings of Government securities 
redeemed. It is necessary to state that 
the redemption by the Treasury of Gov- 
ernment securities held outside the 
commercial banking system will leave 
the existing volume of “owned” deposits 
unchanged. 

It can hardly be questioned that the 
“owned” deposits now outstanding in 
the commercial banking system will 
press more and more for employment 
as business conditions improve, and as 
commodity prices and security values 
continue to rise. What cannot be fore- 
seen is in just what particular form the 
inflationary potentialities will express 
themselves. 

In the last analysis the answer to the 
question whether we can control infla- 
tion depends upon how effectively the 
public can be limited in the exercise of 
their control over their deposits in the 
banks. 

1O} 


DANGER OF CONCENTRATED 
POWER 


To vest virtually unlimited powers, 
hitherto reserved to the states, in the _ 
Federal Government, to delegate those 
powers to the President and to nullify 
judicial review is, in fact, a radical 
change in the inner substance of the 


American Government. While this 
change may be popular for a time, the 
day is bound to come when the people 
will need the protection of their in- 
stitutions, only to find to their dismay 
that those institutions no longer exist.— 
Walter Lippmann. 








No Bank Can Afford Not to Own These 


Two Books..... 


Effective Bank Letters 


Bank Letters That Build ; By A. A. Kretschmar 
Business 


Because—they constitute a complete training course, with 
abundant illustration and common-sense analysis, which will appeal 
to and stick in the consciousness of all practical executives and 
department heads; 

—they are indispensable to clerks and secretaries who seek re- 
sponsibility; 

—their content will pull minds out of ruts and awaken a realiza- 
tion that your bank should be writing better letters than it does. 


Effective Bank Letters is the only training service published 
that is likely to improve bank letters. It has for its background 
years of practical experience with bank letter problems as wrestled 
with in all phases, in expert service to metropolitan banks deeming 
it profitable to pay from $50 to $75 a day for individual attention. 
The printed service is available to you in a loose-leaf book (which 
can be circulated in sections), at an investment of only $12. The 
first edition sold for five years at $25 to banks buying from one to 
sixty copies. 


ie eet Gees A ets lee 


This book was endorsed for Bankers Trust Company of New 
York by Mr. Guy Emerson. Its teaching as released in a forum 
study was emphasized by a former president of The National 
City Bank of New York as “one of the finest things the City 
Bank has ever had.” The educational adviser of Westinghouse 
Electric & Manufacturing Company wrote: 

“TI have already read with interest and thoroughness Sections 
3, 4 and 7, which could not have been so well treated by any 
other person of whom I have knowledge in the whole field of 
those engaged in business correspondence. I do not except 
even such talented persons as Stanley, Hotchkiss and Kilduff 
of New York University, Babenroth of Columbia University, 
Weseen of University of Nebraska, and Parke of University of 
Cincinnati, whose penetration of the subtleties of psychology 
as applied to business letter writing is simply that of wizards.” 


Bank Letters That Build Business is a collection of 


carefully constructed letters, for several years held as confidential 
within the banks served, and since made available with their per- 
mission. It will stimu'ate effort toward a higher standard in bank 
letter-writing by all who read its wea!th of examples in a knowl- 
edge of sound banking practice and sensible solicitation of new 
business. It has received appreciative foreign notice and we quote 
comment from ‘Printers’ Ink’’ of New York: 


ee ee ee eee eee, eee ee ee 


“Here is an unusual letter book inasmuch as the contents are 
made up almost entirely of sample letters, classified according 
to their use. . . . A welcome departure.” 


USE THIS COUPON 


BANKERS PUBLISHING CO., 465 Main St., Cambridge, Mass. 


() Send me EFFECTIVE BANK LETTERS (8% x11, 283 pp.). Check enclosed $12. 


() Send me BANK LETTERS THAT BUILD BUSINESS, (8% x11, 334 pp.). Check en- 
closed $5. If desired on 5 days’ approval check here (). 


() Send me both books at your combination rate of $15. 





Orval W. Adams Discusses 


Federal Financial Policies 


ROWING evidence that the House 
G of Representatives appreciates the 

importance of its responsibilities 
as the initiating body in Federal spend- 
ing and “is now looking for oppor- 
tunities to reduce the burdens of gov- 
ernment, is one of the most refreshing 
signs of the times,” Orval W. Adams, 
first vice-president of the American 
Bankers Association, stated in a recent 
address before the New Jersey Bankers 
Association convention. 

Mr. Adams, who is executive vice- 
president, Utah State National Bank of 
Salt Lake City, Utah, discussed the re- 
lationships between a reduction in Fed- 
eral activities, Government expenditures, 
borrowing and economics, balancing of 
the budget and the restoration of local 
self-government in the states. 

“It is to be expected that, confronted 
as we are with perplexing problems, 
honest differences of opinion will arise,” 
Mr. Adams said. “At such a time we 
must not forget our good sportsman- 
ship. Until proved otherwise, we can- 
not fail to attribute to others who may 
disagree with us, honesty of intent and 
purpose and intellectual integrity, no 
matter how vigorously we may disagree 
with all their contentions and precepts, 
their philosophies and _ conclusions. 
That is the same consideration which 
we ask and claim for ourselves.” 

Emphasizing the importance of open 
discussion and free speech, Mr. Adams 
said that “the American people have 
thought and learned much through re- 
cent experiences and are rapidly ap- 
proaching a wholesome conclusion on 
the basic principles of government. The 
gulf of misunderstanding is being 
rapidly bridged and the masses are be- 
coming more and more convinced that 
their hopes lie not in the promotion of 
class consciousness, not in sectionalism, 
not in any form of paternalism, segre- 
gation or regimentation, but rather in 


mutual understandings and sympathies 
—in national unity. 

“As we analyze the movements of 
the day, it is for us to build and not to 
destroy. We are not here to disparage 
men upon whose shoulders we have 
placed great and grave responsibilities. 
We are here to pledge our support in 
the advancement of every constructive 
activity designed and calculated to 
maintain this nation in its proud posi- 
tion as the greatest exponent of human 
liberty.” 

In regard to reduction in Government 
activities, Mr. Adams commented on 
the fact that both the administrative and 
legislative branches of Government at 
Washington had announced that they 


ORVAL W. ADAMS 


are looking for ways and means of ef- 
fecting economies which would “neces- 
sarily result in closing the doors to 
governmental activities that can be dis- 
pensed with and will reduce the tax 
load under which the people are now 
groaning.” This would result, he said, 
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in accelerated private business, ex- 
panded payrolls and a sound, practical 
approach to the solution of the unem- 
ployment problem. 

“This restoration of private initiative 
and self-reliance will result in throwing 
away the precarious economic crutches 
of false security and will permit men to 
enjoy the thrill of moving and func- 
tioning under their own power,” he said. 

“With the purse strings held tight, 
with Government activities confined to 
pursuits and undertakings not in com- 
petition with private enterprise, with 
encouragement given to regulated com- 
petition in business, with private pay- 
rolls enlarging and unemployment 
diminishing, the Federal Government 
will, as a matter of course, make fewer 
demands upon the resources of the 
people.” 

These developments would mean a 
rapid approach to a balanced budget, 
he said, and “the cessation of the in- 
flation of credit through Government 
borrowing. When that is achieved, fear 
of violent fluctuations in money values 
will automatically take flight. That is 
the essence, the purpose and the result 
of a balanced budget.” 

Mr. Adams declared that the very 
fact that men who occupy strategic, in- 
fluential places in public life are now 
joining in the chorus for an intelligent 
and vigorous restraint on public spend- 
ing, can mean but one thing—‘“the cry 
of the American people is being heard 
and their hopes are about to be real- 
ized.” He continued: 

“In the dark days of the depression 
extenuating circumstances obtained and 
we closed our eyes to many frantic and 
fantastic departures from established 
principles and elementary precepts of 
government and economics. We knew 
corrections could not be made while 
people were in a desperate frame of 
mind, but now that it is universally 
recognized and officially proclaimed that 
recovery is here, corrections must no 
longer be deferred, for further pro- 
crastination may easily mean the col- 
lapse of our whole structure of Govern- 
ment credit. The public realizes this. 
That is why the clamor is so intense for 
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action now. That is why we witness 
the unmistakable evidences on the part 
of Government to stabilize our cur- 
rency while still possible.” 

Mr. Adams also commented favorably 
on the fact that “broad hints have al- 
ready emanated from the heads of Gov- 
ernment that financial responsibilities 
that are logically and consistently of 
purely local character must now go 
back to the states. In this manner the 
time-honored relationship between the 
Federal Government and the states will 
be re-established.” 

Two proposals to effect Government 
economies, first, either through a hori- 
zontal cut in the appropriations to each 
branch of the Federal Government, or, 
second, through the impounding of a 
certain percentage of present appropria- 
tions to be allocated later to depart- 
ments able to prove their need for more 
revenues were criticized by Mr. Adams. 

The first plan, he said, would cut 
appropriations of deserving and unde- 
serving departments indiscriminately. 
“It would automatically penalize the 
economical, legitimate and necessary 
agencies of Government and reward the 
superfluous, the noisy and the politi- 
cally active aggregations that have 
gained access to the public treasury,” 
he declared. 

As to the second plan, Mr. Adams 
said: “It merely holds the spending in 
abeyance to be resumed later when the 
one in charge may reallocate the im- 
pounded funds in such manner as in 
his opinion will best serve public in- 
terests. But it has a more far-reaching 
implication. It would also mean that 
the legislative branch of Government, 
responsible for appropriating money, 
must yield its constitutional authority 
and responsibility to some other agency, 
which in itself will establish a danger: 
ous precedent. At the most it will 
merely mean a reshuffling of the eco- 
nomic cards, to be played by other 
hands. 

“Based upon experience it is safe to 
predict that the hunger cry of the in- 
numerable departments would never be 
stilled until they had been given the 
last dollar.” 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


The Chicago, Milwaukee, St. Paul & Pacific Railroad 
A Survey of the Road's Position 


HE position of the St. Paul as a 
f bel senor system dates from 

1912, upon the completion of the 
Puget Sound extension to the Pacific 
Coast. Operations had previously been 
confined to states in the North Central 
section, and the Missouri River, at a 
point in North Dakota, had marked the 
western limit of operations. Today, 
lines of the carrier extend from Chicago 
and Milwaukee to the Twin Cities and 
Seattle in the Northwest, and Omaha 
and Kansas City in the West and South- 


west. 


Corporate Growth 


The advisability of crossing the con- 
tinent was first discussed in 1901. At 
that time, developments in railroad af- 
fairs were troubling the St. Paul’s 
management considerably. Impending 
railroad alliances were clouding the 
road’s future. The Harriman interests, 
dominating the Union Pacific, were 
working closely with the competing 
Chicago & Northwestern. Furthermore, 
the road was being bottled up in North 
Dakota by the Hill lines; the Great 
Northern and Northern Pacific had ac- 
quired control of the Chicago, Burling- 
ton & Quincy and the loss of through 
traffic between Chicago and the Pacific 
Coast was threatened. The St. Paul 
was in danger of being relegated to the 
status of a second class carrier. 

This report is based on data secured 
from testimony presented in Finance Docket 
10882 of the Interstate Commerce Commis- 
sion, records of the hearings held before 
the U. §. District Court for the Northern 
District of Illinois, and the analysis pre- 
pared by the Railroad Division of the Re- 
construction Finance Corporation. 


To combat the possibility of economic 
decay, the Milwaukee believed the ex- 
tension of its own lines westward to the 
ocean a matter of necessity. Also, in 
considering the project, it was estimated 
that the extension would result in se- 
curing a good amount of the traffic be- 
ing carried by the two Northerns. 

The St. Paul’s credit had always been 
beyond reproach and _ its financial 
status was inherently sound. With the 
passing of years, however, the Pacific 
extension proved more of a liability 
than an asset, and its drain upon the 
carrier’s resources became increasingly 
evident. 

When the thrust to the Pacific was 
first discussed, probable cost was esti- 
mated around $45,000,000. A few years 
later, this figure was raised to $60,000,- 
000. The final reckoning, however, 
was far greater. The necessity of build- 
ing branch lines, for the purpose of 
feeding traffic, had not been given ade- 
quate consideration. Besides, costs of 
land, labor and materials were rising 
rapidly throughout the period of con- 
struction. This was the direct result of 
boom conditions in the Northwest aris- 
ing from the extension of Canadian 
railway lines to the Pacific Coast and 
coincident expansion by other American 
railroads. In 1914, requirements of op- 
erating efficiency dictated the electri- 
fication of the Rocky Mountain division. 
By the time the Puget Sound line was 
completely finished, over $250,000,000 
had been expended. Had the manage- 
ment been able to visualize the actual 
cost of the enterprise, as well as related 
problems which later arose, it is doubt- 
ful whether the task would have been 
undertaken. 
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The opening of the Panama Canal in 
1914 resulted in a permanent loss of 
much transcontinental traffic. Thus, 
before the St. Paul had occasion to reap 
the full benefit of its labors, the oppor- 
tunity was denied. The road, together 
with other carriers, was unable to com- 
pete with the lower rates of the water 
route. 

Nevertheless, finances of the St. Paul 
were relatively untroubled until the 
war. From that date, a period of gov- 
ernmental control ensued, after which 
the road began to feel the burden of its 
growth. From 1909 to 1924 over 2500 
miles of line had been built, bringing 
total mileage operated up to about 
11,000. During the same period, book 
investment in property rose from $275,- 
000,000 to $695,000,000 while funded 
debt expanded from $116,000,000 to 
$440,000,000. Bond issues had pro- 
vided the most practical method of se- 
curing the large amount of funds 
required for capital expenditures. 
Then, in 1921, acquisition of the Terre 
Haute and Gary properties boosted 
funded debt some $20,000,000 more and 
imposed a further drain on the system 
through the operating losses these di- 
visions initially incurred. 

Imminent maturities and inability to 
support a top-heavy capital structure 
precipitated the receivership of 1925. 
The resulting reorganization was far too 
gentle and the carrier belatedly suc- 
cumbed to the forces of depression in 
1935. 


Traffic 


While the St. Paul traverses a large 
agricultural area, it is not entirely a 
granger road. Traffic is well diversified. 
Nevertheless, it should be noted that 
the purchasing power of the area served 
is materially influenced by crop condi- 
tions and the prices prevailing for agri- 
cultural staples. It follows, therefore, 
that the income of farming communities 
affects, to a great extent, the volume of 
other goods purchased and, conse- 
quently, the general ‘level of railroad 
traffic. Statistics relative to freight 
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commodity classes are set forth in 


Table I. 


Taste I 
Per Cent. of All Freight 
Revenues in 1936 
Mfrs. and misc. items.. 39.0 


Products of mines ..... 17.3 
Products of agriculture 13.5 
Forest products ....... 11.9 
All L. C. L. freight .... 7.3 
Animals and animal 

products ....ccssee.es 11.0 


It may be observed that wheat and 
corn are produced generally along the 
St. Paul lines; the largest sources of 
the former item are in the states of 
North and South Dakota, although ad- 
ditional crops are harvested near the 
Pacific coast. 

Lumber traffic is also of great im- 
portance and originates in Wisconsin, 
Michigan, Idaho and Washington. The 
great bulk of shipments, however, issues 
from the Pacific end of the system in 
the two latter states. And while it is 
true that most of the lumber coming 
from the western part of Washington 
moves by water through the Panama 
Canal, a very substantial volume moves 
inland via rail lines. Such loadings 
emanate from points within a short dis- 
tance. of tidewater and from interior 
mills. Practically all the lumber from 
Idaho moves entirely by rail. The best 
market for this commodity is on the 
carrier’s own lines in the farming terri- 
tory west of Chicago while a consider- 
able tonnage also goes to connections 
through the latter city. 

Mines located on the Terre Haute di- 
vision in Illinois and Indiana originate 
most of the system’s coal traffic. Aside 
from company needs, shipments are 
made generally to points on the line, 
in some instances as far as Minnesota 
and Wisconsin. Coal mines are also 
served in Iowa, but the fuel produced 
is relatively small in amount and is 
largely consumed in. nearby territory. 
The Milwaukee: conducts its own min- 
ing operations near Roundup, Montana, 
supplying coal within a radius of 75 
miles westward, until the start of the 
electrified division, and some 200 miles 
to the east. 
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Trucking competition on coal is not 
acute. with problems afflicting some of 
the Eastern roads absent in this terri- 
tory. In other items, however, such 
rivalry is in evidence. Practically all 
less-than-carload traffic, including but- 
ter, eggs, poultry, etc., is susceptible. 
Hog shipments, ordinarily short-haul 
traffic, also move principally over the 
highways. Competition is most severe 
in the area east of the Missouri River, 
especially around Omaha and Sioux 
City and in the states of Iowa and Min- 
nesota, where there are interior packers. 
Dairy products, meats and packing 
house products are moving in increas- 
ing volume by truck although the free 
pick-up and delivery service, inaugu- 
rated in January, 1936, has resulted in 
some recovery of L. C. L. shipments 
via rail. 

A large volume of manufactured 
items is originated and handled in the 
cities served. The mills of Wisconsin 
and Michigan supply a large amount 
of paper and paper products. Good 
prospects for the development of the 
pulp industry also exist in the North 
Pacific coast where adequate supplies 
of the raw materials are assured. The 
Mid-continent oil field originates a 
substantial movement of petroleum and 
petroleum products which come to the 
carrier at Kansas City, and are dis- 
tributed at points throughout the svs- 
tem. Inasmuch as consumption in the 
territory served has shown a continued 
uptrend even over past heavy require- 
ments, gasoline pipe-line competition is 
not expected to contract revenues re- 
ceived from transportation of this item. 
Refineries in the Chicago district also 
furnish a fair amount of traffic. 


Debt Structure 


On December 31, 1936, the company 
balance sheet showed a capitalization 
of roughly $688,000,000, of which ap- 
proximately 67 per cent. represented 
funded debt. The capitalization total 
compared with a valuation figure of 
about $704,800,000, computed as of 
June 30, 1935. The amounts set forth 
omit the assets and liabilities of the 
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Terre Haute division. 


end, among the road’s obligations out- 
standing were: 


At the last year 


$138,788,000 
1,482,545 
14,802,000 


General mtge. bonds of 1989 
Railroad Credit Corp. loan 
Reconstruction Finance Corp. 
loans 

Fifty year mtge. 5s, 1975 
Conv. adjustment 5s, 2000 
Milwaukee & Northern Cons. 
44s, 1939* 

Milwaukee & Northern 
44s, 1939" 

Chicago, Mil. & Gary Ist 5s, 
1948 


106,395,000 
182,873,693 
5,072,000 


2,117,000 Ist 


3,000,000 


'These amounts include $218,000 Consoli- 
dated mortgage and $31,000 Ist mortgage 
bonds which matured in 1934 and were not 
deposited in assent to the five year exten- 
sion plan. 


The St. Paul is also liable for pay- 
ment of both principal and interest, on 
the obligations of the leased Chicago, 
Terre Haute & South Eastern Ry., con- 
sisting of: 


$9,571,000 Ist and ref. 5s, 1960 

6,336,000 Income 5s, 1960 

7,287,000 Southern Indiana Ist 4s, 1951 
250,000 Bedford Belt Ry. Ist 5s, 1938 


General Mortgage.—With minor ex- 
ceptions, this issue may be roughly de- 
scribed as a closed first lien on all lines 
east of the Missouri River—excepting, 
of course, the Terre Haute proverties. 
It is directly secured on over 6000 miles 
of track, important terminals. and a 
large amount of: rolling stock; it is 
fastened on the heart of the system. 
Most of the mileage covered represents 
valuable main line entrances jnto the 
cities of Chicago and Milwaukee. to- 
gether with a net-work of ma‘n lines 
and branches in the states of Illinois 
and Wisconsin. Two of these main lines 
extend westward across the states of 
Minnesota and Iowa into South Dakota. 
A third forms part of the direct route 
to the Pacific Coast. In addition to the 
amount of bonds outstanding, $11,272,- 
000 are pledged with the R. F. C. as 
security. 

R. F. C. and R. C. C. Loans.—These 
obligations are secured, in part, by the 
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Ist and ref. mortgage, none of which is 
outstanding in the hands of the public. 
Almost 90 per cent. of the $9,886,000 
issued is pledged behind R. F. C. and 
R. C. C. advances. The mortgage itself 
covers the entire St. Paul system; it is 
a first lien on about 3500 miles of line, 
of which about 2900 comprise prac- 
tically the entire mileage between the 
Missouri River and the Pacific Coast— 
property representing an investment of 
about $250,000,000. On the eastern 
half of the system, it is subject to the 
general mortgage issue and divisional 
obligations but is a first lien on the 
Terre Haute leasehold. 

Fifty Year Mortgage 5s, 1975 and Ad- 
justment 5s, 2000.—These rank in the 
order named and are subordinate to the 
Ist and ref. mortgage on the properties 
covered by the latter. 

Milwaukee & Northern R. R.—This 
property was acquired by the St. Paul 
in 1893. The lines of the division total 
about 392 miles and serve an important 
territory north of Milwaukee, along the 
shore of Lake Michigan. A diversified 
list of products is carried including 
dairy products, coal, pulp, manufac- 
tured articles, etc. A good interchange 
of tonnage with the Duluth, South 
‘Shore & Atlantic is made at Champion, 
Michigan. 

This division enjoys a certain strate- 
gic advantage. It is a profitable ad- 
junct to. the St. Paul while, at the same 
time, future welfare is not wholly de- 
pendent on the parent carrier. Other 
competing lines in the section could 
readily absorb the property to advan- 
tage. 

The Ist mortgage is a direct lien on 
110 miles of line extending from North 
Milwaukee to Green Bay, Wisconsin. 
It is also a first lien on an undivided 
half interest in approximately 16 miles 
of railroad in Wisconsin, jointly owned 
with the Soo line. 

The consolidated mortgage is a sec- 
ond lien on the above mileage and a 
first lien on 267 miles of track extend- 
ing from Green Bay to Champion and 
Ontonageon, Michigan. 

A break-down of earnings, filed bv 
the St. Paul, is set forth in Table II. 





This tabulation shows the division to 
be more than earning its keep. 


Taste IT 
8 months ended 
1935 August 31, 1936 


Total oper. reve- 
PRE Siw api Sse $2,952,077 


401,956 


Not reported 


Total income $463,805 
Net income after 


» Interest... ose. 78,451 248,135 


Gross revenues ac- 
cruing to the 
St. Paul from 


traffic inter- 

change ....... 1,399,092 1,044,174 
Net earnings ac- 

cruing to the 

St. Paul from 

traffic inter- 

CME Sos ae 414,971 296,859 


Chicago, Milwaukee & Gary.—This 
line was acquired in 1922 for purposes 
of transportation convenience. The 
Gary operated between Kirkland and 
Delmar, Illinois, a distance of about 
100 miles and had originally been con- 
structed as part of a prospective outer 
belt around Chicago. It had a certain 
value to the St. Paul in making pos- 
sible the avoidance of transportation de- 
lay and saving of expense. Connecting 
the Terre Haute with the St. Paul main 
line, recourse to the use of the con- 
gested Chicago terminals was no longer 
necessary. Hauling of coal from the 
Indiana mines, and through traffic hav- 
ing origin or destination on_ the 
Chicago-Omaha line were expedited. 

Nevertheless, the position of the Gary 
is fundamentally weak. Including $2,- 
700,009 5s, 1948 pledged behind the 
Milwaukee Ist and ref. mortgage, 
funded debt amounts to $5,700,000. 
This compares with property valuation 
of only $2,291,025. Furthermore, the 
road has never displayed much in the 
way of earning power. Even allowing 
for highly favorable tariff rates, segre- 
gation of earnings show substantial 
deficits. It should also be observed that 
bridge traffic from the Terre Haute can 
now easily be moved by the St. Paul 
over its own lines through the Bensen- 
ville yards, outside of Chicago, over 
into the Illinois division. 
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Chicago, Terre Haute & Southeast- 
ern Ry.—Leased by the St. Paul in 
1921 for a period of 999 years, terms 
of the lease provided, among other re- 
quirements, for liability on principal 
and interest of funded debt. Records 
show that, while the Terre Haute was 
a distress property, it had a unique 
value to the Milwaukee. The latter had 
been dependent on distant coal mines 
on other railroad lines, having been 
handicapped by the lack of an adequate 
supply of fuel on its own mileage. 
Storage of large quantities had been 
necessary, particularly during the win- 
ter months. Taking over the Terre 
Haute assured the adequate and con- 
venient supply of fuel necessary to op- 
erating efficiency. It was also important 
from the standpoint of added revenue. 

The acquisition of this road by the 
St. Paul was undoubtedly a judicious 
move, although the transaction was 
criticized severely from the standpoint 
of cost in the Interstate Commerce Com- 
mission investigation of the parent car- 
rier following the receivership of 1925. 
Not only has the St. Paul benefited from 
a reduction in the cost of company coal, 
achieved through the elimination of 
freight charges, but it has also derived 
material revenues from the development 
of coal traffic to consumers along its 
own lines. Also, some traffic moves 
from the St. Paul lines to points on the 
Terre Haute. The system has addition- 
ally benefited through the interchange 
of traffic with eastern roads without 
passing through the Chicago terminals. 

Lines of the Terre Haute total about 
298 miles and extend from a point near 
Chicago Heights, Illinois, southward to 
Westport, Indiana. It intersects and 
connects at various points with the 
Pennsylvania, N. Y. Central, Nickel 
Plate, Wabash, Baltimore & Ohio, and 
the Big Four. Serving the Linton and 
Clinton districts of the Southern In- 
diana coal fields, about 28 per cent. of 
the coal mined in that section is moved 
over its lines. The well known Bed- 
ford stone quarries also supply some 
traffic. Passenger train service is slight 
and is performed only in the state of 
Indiana. Approximately 75 per cent. 
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of the road’s traffic is bituminous coal. 

An average of 70 per cent. of the 
Milwaukee system’s fuel is obtained 
from mines on the Terre Haute. In 
1933, out of 2,402,132 tons purchased, 
1,748,197 originated on the latter’s line. 
Corresponding figures for 1934 were 
2,466,589 and 1,767,750 tons. 

An estimate of earnings for the years 
1933 and 1934 (see Table III) has been 
computed but data for 1935 and 1936 
have not been made public. However, 
inasmuch as the two latter years wit- 
nessed a large increase in railroad traf- 
fic, results should have shown corre- 
sponding improvement. 


Taste IIT 
1933 1934 
Railway oper. revenues $4,784,538 $4,600,583 
(excluding St. Paul 
system coal) 
Freight revenues from 
haul of St. Paul coal 


at tariff rates ...... 1,664,125 1,741,701 
Total railway oper. 

TevenueS ......0065 6,448,663 6,342,284 
Net income available 

for charges ........ 2,962,012 2,862,982 


Net income to St. Paul 
after rental ....... 1,925,892 1,792,760 
Attention has been called to the fact 

that the lease agreement requires the 

Milwaukee to observe all the covenants 

of the Terre Haute mortgages—which 

specifically require the replacement of 
all equipment worn out, disposed of, or 
destroyed. The parent carrier has not 
fulfilled this obligation and the esti- 
mated cost of replacement is over $5,- 

000,000. If equipment vacancies had 

been properly restored by the St. Paul, 

the Terre Haute’s rental charges would 
have been smaller and net income would 
have increased $162,798 in 1933 and 

$199,696 in 1934, 

Furthermore, the above calculations 
do not take into consideration revenues 
accruing to the St. Paul from commer- 
cial interchange of traffic with the Terre 
Haute. In 1933, for example, 432,948 
tons of commercial coal were shipped 
to points on the system lines. Allocat- 


ing the revenues derived from this ton- 
nage would result in receipts of $755,- 
In 1934, the 


459 to the Milwaukee. 
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corresponding figures were 489,387 tons 
and $813,319. Considering both tan- 
gible and intangible benefits, it is the 
opinion of the management that ad- 
vantages accruing to the parent carrier 
are considerably in excess of the amount 
of the rental. 

A brief description of the Terre 
Haute’s funded debt is now in order. 
The Bedford Belt Ry. 5s, 1938 are a 
first lien on about 414 miles of line 
around Bedford. The Southern In- 
diana 4s, 1951 are a first mortgage on 
141 miles of track in Indiana, extend- 
ing from the Indiana-Illinois state line 
to Westport, Indiana, and are a second 
mortgage on the Bedford Belt prop- 
erty. The Terre Haute Ist and ref. 5s, 
1960 are a prior lien on 115 miles of 
line from Chicago Heights to the 
Illinois-Indiana state line and also 
cover property subject to the liens just 
described. The Terre Haute Income 5s, 
1960 are subordinate to all the above 
obligations. 


Milwaukee Land Company.—This 


unit of the St. Paul commenced op- 


erations in 1881 and was engaged in 
the business of buying and selling land 
along the then existing lines of the car- 
rier. In 1906, soon after the start of 
the Puget Sound construction, it was 
deemed advisable to extend operations 
into the Pacific Northwest. Timber 
lands in the states of Washington and 
Idaho were purchased, as well as town: 
sites in these two states and Montana. 
Activities east of the Missouri River 
were terminated. In the following 
years, properties at a cost of $20,000,- 
000 were acquired. 

Such expansion was considered ex- 
pedient for two reasons. As lumber 
was an important commodity in the new 
region, promotion and assurance of traf- 
fic over the Milwaukee lines were de- 
sired. Furthermore, timber prices were 
low and the land itself was believed to 
represent a profitable investment. 

The income of the Land Company is 
derived from the realization of capital 
assets. Timber on property owned is 
sold, but logging and milling opera- 
tions are not conducted. Today. over 
six billion feet of timber and 286,000 
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acres of land are controlled. It is es- 
timated that the present value of the 
property is between fourteen and twenty 
million dollars. 

But against these assets, over thirteen 
million dollars is due the St. Paul on 
notes, advances, and unpaid interest. 
The system’s ownership of this enter- 
prise has been pledged with the Rail- 
road Credit Corporation as collateral 
and, in addition, all claims have been 
effectively subordinated to those of the 
R. C. C. The Reconstruction Finance 
Corporation has a second lien on the 
property and its rights also rank ahead 
of the carrier’s claims, 


Transportation 


The Railroad Division of the R. F. C., 
in its analysis of operating statistics, 
points out that transportation is effi- 
ciently conducted and that ton mile 
costs are relatively low. In fact, with 
the exception of the Great Northern 
Ry., which carries heavy iron ore ton- 
nage, comparison reveals heavier train 
loading and lower unit consumption of 
fuel than other large Northwestern 
lines. 

The St. Paul enjoys heavier traffic 
density and the advantage of a longer 
haul than the average of twelve other 
Class I roads in the same territory. On 
the other hand, there is a decidedly 
lower revenue per net ton-mile and the 
road is burdened with a greater pro- 
portion of empty car miles than its 
neighbors. Nevertheless, the system’s 
freight train-load and gross ton-miles 
handled per train hour are above the 
composite average of the region. Pas- 
senger train revenues per train-mile also © 
compare favorably with the regional 
average. 


Earnings 


In 1936. the St. Paul reported in- 
come of $10,851,331 available to meet 
fixed charges of $14.903,754. Reflect- 
ing a gain of $16,695,389, railway op- 
erating revenues reached a_ total of 
$109.142.086 and total income ex- 
panded $4,815,617 over 1935. In view 








of increased taxes of over $2,000,000, 
arising from the operation of the Social 
Security and Railway Retirement Acts, 
the improvement in earnings was 
gratifying. It demonstrated the ability 
of the system to convert a substantial 
proportion of gross revenues into net 
income. 

Freight revenues for 1936 rose 18.4 
per cent. over the 1935 total while gross 
passenger revenues, which include mail 
and express earnings, showed a better- 
ment of 16.6 per cent. Improvement in 
passenger traffic was partly due to the 
institution of advanced methods of 
travel. The use of high speed “stream- 
lined’ trains, in attracting public atten- 
tion, has materially assisted in increas- 
ing revenues. 

Allocation of revenues and expenses, 
according to I. C. C. formula, accruing 
from freight and passenger operations 
are of interest. These data. in condensed 
form, are presented in Table IV. 


Taste IV 


Freight Passenger 

Traffic Traffic 
Gross revenues .. $95,141,187 $13,780,168 
Operating expenses 66,527,413 18,680,541 





. $28,613,724 $4,900,373* 
Net ry. oper. in- 

come after ry. tax 

accruals and ren- 

PAM ie ees eS o vs $17,992,887 $8,712,656* 


*Loss. 


It should be observed, however, that 
the above contrast in results is by no 
means extraordinary. Passenger op- 
erations are normally unprofitable with 
many carriers, especially those serving 
large agricultural areas: Furthermore, 
it is contended by many rail men that 
the Commission’s formula for alloca- 
tion is unfair. 

Geographically, from the standpoint 
of financial productivity, the lines east 
of the Missouri River are of paramount 
importance. On the Pacific Extension, 
however, traffic is relatively light and 
directional movement in this division 
is badly unbalanced—particularly in 
the Rocky Mountain territory. Two- 
thirds of the tonnage moves eastward 
and this condition, as has already been 


Ry oper. income . 
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Surprising: 


Upon counting up, it was a 
surprise to learn that, since 
the closings of ’33, we had 
worked for 117 _ bankers, 
either on alterations or new 
buildings. Such bankers now 
have thoroughly modern at- 
mosphere and lower cost bank 
operation. Write us for il- 
lustrations. No obligation. 


TILGHMAN MOYER CO. 


The Design, Construction and 
Equipment of Bank Buildings 


ALLENTOWN, PENNA. 


pointed out, necessitates a large empty 
car haul. 

Elimination of the “Long and Short 
Haul” provisions of the Transportation 
Act of 1920 would benefit the western 
division considerably as a_ certain 
measure of shipments now moving 
through the Panama Canal might be re- 
routed via rail. The lines west of Mo- 
bridge presently account for only 15 to 
20 per cent. of total system freight 
revenues. In 1935, average freight 
revenue per mile of road east of Mo- 
bridge was estimated at $7928 as com- 


528 


pared with $4435 west of that point. 

Seasonally, the latter half of the year 
is most important. On an average 
basis, almost 70 per cent. of net rail- 
way operating income is earned in that 
period. 

Traffic for the first four months of 
this year has run slightly ahead of 
1936. General business activity in the 
territory served gives little indication 
of fatigue while pre-season crop condi- 
tions, at the date of this writing, are 
superior to those evident last spring. It 
must not be forgotten that the North- 
west has suffered through six years of 
successive drought, varying in degree, 
and that a normal spring wheat crop 
would add substantially to the carrier’s 
revenues. A continuation of favorable 
factors might result in further traffic 
expansion later in the year and a 7 per 
cent. gain in annual gross revenues. 
Such an increase would approximate 
$7,500,000 and, of this amount, it may 
prove possible to carry almost $2,000,- 
000 into net railway operating income. 
Such a performance would result in a 
deficit of only about $2,000,000 and 
{xed charge coverage would rise above 
85 per cent. It is also worthy of men- 
tion that, in the past few years, exten- 
sive savings have been made through 
the centralization of accounting and 
timekeeping forces, in maintenance 
practices and the construction of new 
and modern shop facilities. Thus, prob- 
ability of increased gross revenues to- 
gether with more efficient methods of 
operation hold promise of further finan- 
cial recovery. 


Maintenance 


From all indications, the property of 
t's2 St. Paul is in good physical condi- 
ton and large amounts of deferred 
maintenance are not apparent. Accord- 
ingly, 1937 expenditures are expected 
to be but slightly above 1936 levels 
and it is not believed that future in- 
come statements will be burdened by 
abnormal outlays. Today modern 
methods and improved organization ac- 
tivities make each dollar go much fur- 
ther than it did in the ’20s. A corre- 
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sponding amount of work can presently 

be accomplished at much lower cost. 
A rough idea of comparative main- 

tenance expenditures can be gathered 


from Table V. 


Taste V 


Per Cent. of Maintenance 
Expenditures to Total 
Operating Revenues 


St. Paul 35 
Chicago & North- 

western 37 
Northern Pacific .. 31 
Burlington 30 
Great Northern ... 25 


Although freight car inventory is in 
good shape and is sufficient for present 
traffic volume, a further material in- 
crease in loadings will necessitate addi- 
tions. Construction of new units is 
already in progress but expansion of 
this program may soon prove neces- 
sary. 

Prospects of early reorganization do 
not appear hopeful. Further earnings 
recovery is a necessary prelude to ad- 
vanced discussion among the various 
groups of security holders. Disagree- 
ment between creditors and equity in- 
terests will necessarily prolong nego- 
tiations. 

This study has been attempted for 
the purpose of presenting and clarify- 
ing the problems of the Milwaukee. It 
should serve to familiarize the investor 
with the nature of the carrier’s difficul- 
ties. As a result, the position of the 
system among the railroads of the 
nation may be more readily appreciated 
and a more accurate appraisal of its 
securities made possible. 


® 


PENSIONS 


@The Seattle-First National Bank, 
Seattle, Wash., has adopted a co-opera- 
tive group annuity program providing 
a life income beginning at the age of 
sixty-five for employes in the main 
office and metropolitan branch of the 
bank. The Metropolitan Life Insurance 
Co. will administer the plan which af- 
fects approximately 300 employes. 





National City Passes Milestone 


New York Institution Founded One Hundred 
and Twenty-five Years Ago This June 


ITH banks as with individuals, 

longevity is at least an evidence 

of one thing—endurance. And 
in the case of a bank, to have lived for 
a century and a quarter constitutes no 
small tribute to its staying powers, for 
in a period of such length many trials 
have arisen sufficient to put these 
powers to a severe test. 

From its very birth, June 16, 1812, 
the City Bank of New York was met 
with one of these trials. The state of 
the country at that time was far from 
satisfactory, and it was made less so 
by the breaking out, two days later, of 
a war between Great Britain and the 
United States. But what was then the 
infant bank survived this crisis, just as 


it has a number of wars and panics in 
its later history. 


Founding of the Bank 


The circumstances that led to the 
founding of the City Bank of New York 
went back to the activities of Alexander 
Hamilton and the First Bank of the 
United States, which he established in 
1791. When the charter of Alexander 
Hamilton’s First Bank of the United 
States expired in June, 1811, an effort 
was made to extend the charter. Al- 
though this was favored by President 
Madison and Albert Gallatin, Secretary 
of the Treasury, Congress, by vote sixty- 
five to sixty-four in the House of Rep- 
resentatives and a tie vote in the Senate, 


Head office, National City Bank of New York. 
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THE MAIL DEPARTMENT AT WORK 


(Upper left) Sealing and classifying. 
left) Expert pigeon-holing. 


(Upper right) Sorting outgoing mail. 
(Lower right) Loading onto armored trucks destined for the 


(Lower 


Post Office and thence around the world. 


blocked such action and the bank was 
forced to liquidate. The organizers of 
the City Bank of New York felt that the 
closing of the New York City branch of 
the First Bank of the United States 
created a need for a new banking in- 
stitution and the outcome of their efforts 
was the creation of the City Bank of 
New York, which operated under that 
name until 1863, when it took its pres- 
ent name. 


First Meeting of the Board 


Having duly received its act of in- 
corporation from the Legislature of the 
State of New York, the first meeting of 
the board of directors was held for the 
purpose of effecting an organization. 
The directors present were: Samuel Os- 
good, Isaac Pierson, Samuel Tooker, 
Benjamin Bailey, Ichabod Prale, Jasper 
Ward, Abraham Bloodgood, Demy 
Fanning, Peter Stagg, John Swartwout, 
William Cutting, Grove Wright, Wil- 


liam Irving. The absentees were re- 
corded as William Furman and John 
L. Norton. Mr. Osgood was appointed 
chairman of the meeting and Mr. Irving 
secretary. On motion of Mr. Swartwout, 
the meeting resolved that the salary an- 
nexed to the office of president be estab- 
lished at two thousand dollars per an- 
num, and on motion of Mr. Wright, the 
meeting resolved that the salary annexed 
to the office of cashier be fixed at two 
thousand dollars per annum and that 
he be allowed, in addition, the use of 
the banking house of the company. On 
proceeding to ballot for president, that 
honor fell to Samuel Osgood. 

Thus the directors attended their first 
meeting, in their tall hats and high 
stocks with perhaps a bit of lace run- 
ning down the front into their closely 
buttoned coats of deep blue, dark green 
or black, their trousers of a lighter 
shade, and tight fitting, with a loop 
passing under the shoes to keep them 
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The Stock Transfer Department at Work 


All of the pictures in this series except No. 1 were made in Basement A, City Bank Farmers Building, where 
the Transfer Department had a special corps of assistants working on the exchange of National City sto-k 
into new certificates, made necessary by the retirement of the Bank’s Preferred stock last August. (1) Assist- 
ant Secretary Harry Mapplethorpe, supervising these operations, just a part of a busy day in which man?! 
other issues are handled (2) The head of the line at one of the scindows deposits a batch of certificates, gets 
@ receipt (3) Vincent Heneghan takes in the stock (4) It piles up fast (5) Heneghan making a delivery 
(6) Gerald Brienza with a batch for sorting (7) Berger Areskog and Martin Parsons, also sorting (8) Theo- 


dore Hoeck and Adolph Pfisterer preparing for the mail (9) Examining (10) 


certificates (12) Preparing for mail. 


taut. 


Nevertheless, they were sound and 
able business men, and trivial matters 
that now would be settled by a depart- 
ment head, a term unknown then, were 
given careful consideration by the en- 
tire board of directors. 


The first president, Col. Osgood, and 


the second president, Mr. Few, saw 
service in the Revolutionary War, and 
both occupied important public offices 
at various times. 

The directors arranged that the stock- 
holders of the Bank of the United States 
might exchange their stock upon equi- 


“Pin-Ups” (11) Typing new 


Prescott Naumann is in direct charge of all this work. 


table terms for stock in the City Bank 
and this offer was availed of to the ex- 
tent of 10,000 shares, or $500,000 par 
value of City Bank stock. As this com- 
prised more than a majority of the 
original capital of the City Bank, this 
institution may fairly be said to be a 
direct offspring of Alexander Hamil- 
ton’s First Bank of the United States. 
Also it opened for business in the bank- 
ing room that had been occupied by 
the New York branch of the First Bank 
of the United States at 52 Wall Street. 
The authorized capital of the City Bank 
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Office of President Rentschler. 


was $2,000,000 in shares of $50 each, 
but it began business with $800,000 of 
capital paid up. 

Established at the outset of the war, 
for which the country was unprepared 
and which was unpopular in New Eng- 
land, the City Bank from the start was 
entrusted with the responsibility of 
helping to provide the nation’s needs. 
Times were very hard, the revenues of 
the Treasury were light, and the bur- 
den of supporting the Government fell 
mainly on Philadelphia and.New York. 
In February, 1813, a war loan of $16,- 
000,000 was offered. About one-third 
of this was taken in New York. The 
City Bank received subscriptions and 
subscribed on its own account for $500,- 
000. In May, 1814, the national Treas- 
ury asked for subscriptions to $10,000,- 
000 of bonds, and for a second time 
the City Bank took $500,000 or one- 
twentieth of the total. Upon another 
occasion the directors authorized a sub- 
scription of $200,000 to a war loan. 

It should be borne in mind that at 
that time there were only eighty-eight 
state and colonial banks in the United 
States, with a total capital of $42,600,- 


000. In the summer of 1814 things in 
the country generally went from bad to 
worse. President Osgood having died 
in 1813, the task of guiding the bank 


GORDON S. RENTSCHLER 


President, National City Bank of 
New York. 





THE BANKERS MAGAZINE 


JAMES H. PERKINS 
Mr. Perkins is chairman of the board 
of both the National City Bank 
and the City Bank Farmers Trust 
Company. 


through these critical times fell upon 


the shoulders of William Few. With 
the overthrow of Napoleon, England 
was able to carry on the war with the 
United States more energetically. The 
currency bank notes and Treasury bills 
was depreciated, trade languished and 
commercial failures were very numer- 
ous. On July 14 a committee of direc- 
tors was appointed to make proper ar- 
rangements for the removal of the books 
and cash belonging to the bank in case 
of invasion of the city by the enemy. 

On August 31, 1814, four days after 
the British invaded Washington, the 
banks, through a general committee that 
had been appointed, decided to suspend 
specie payments. The Philadelphia 
banks had suspended on August 30, 
and the Baltimore banks before that. 

The country generally remained on a 
paper basis until the establishment of 
the Second Bank of the United States 
in 1817. Then came a period of de- 
velopment in the country. The com- 
pletion of the Erie Canal in 1825 gave 
a great impetus to the city, carrying it 


past Philadelphia in population and 
making it the chief city in the United 
States in population and commerce. 
Another important factor was the es- 
tablishment of the first regular trans- 
atlantic service by the shipping firm of 

Isaac Wright & Co. Isaac Wright of 
this firm became the fifth president of 
the City Bank, having been preceded 
by Peter Stagg, 1817 to 1825, and 
Thomas Smith, 1825 to 1827. 

‘ Ten years later, while Thomas Blood- 
good was president of the bank, came 
the most severe panic this country has 
experienced. Throughout the years 
from 1817 to 1833 the Second Bank of 
the United States was in active opera- 
tion, but steps by many of the state 
banks and the Second Bank’s political 
opponents led to its downfall after 
President Andrew Jackson withdrew 
the United States deposits in 1833. In 
the years following, another great vol- 
ume of unsound paper was _ issued, 
which after a period of abnormal pros- 
perity contributed to the panic of 1837. 
Within three weeks 250 business firms 
in New York failed, with liabilities of 
more than $100,000,000. Yet on the 


LINDSAY BRADFORD 
President, City Bank Farmers Trust 
Company, New York. 
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NERVE CENTER OF THE BANK 
On this switchboard with 10,000 extension lines a daily total of 39,000 outgoing 


calls, 59,000 incoming calls and 51,000 inter-office calls can be handled. 


It serves 


both the National City Bank and the City Bank Farmers Trust Company. 


eve of the panic the City Bank had a 
cash reserve of 40 per cent. of its de- 
posits. It had been able to pay in 1836 
a dividend of 8 per cent. and increase 
its surplus account to $175,000. In 
1837 the bank passed its dividends as 
a precautionary measure. 

Gorham A. Worth successfully guided 
the fortunes of the institution from 1844 
to 1856, when Moses Taylor, a mer- 
chant and banker, became president. 
He was a member of the board of di- 
rectors for forty-five years and presi- 
dent for twenty-six, his administration 
covering the period of the Civil War. 
He was one of the strong men in the 
group of New York bankers who up- 
held the arms of the Secretary of the 
Treasury in the early days of the 
struggle and until the success of the 
Union was assured and specie payments 
were resumed in 1879. Only a year 
after Mr. Taylor had become president 
there came the panic of 1857 when in 
New York alone 985 failures were re- 
corded the latter half of the year. So 
able was the bank’s management that 
the panic left it stronger than ever. 

In the Civil War, in August, 1861, 
after the disastrous Battle of Bull Run, 
Salmon F. Chase, Secretary of the 
Treasury, came to New York and at a 


meeting of bankers asked them to take 
the Government’s notes for $50,000,000 
at once and $100,000,000 more in in- 
stallments of $50,000,000 each, sixty 


days apart. Mr. Taylor, who was chair- 
man of the loan committee, announced 
that the bankers would subscribe for 
the $50,000,000 at once and that the 
Government could begin drawing against 
it on the following day. The $100,- 
000,000 was also agreed to and other 
loans followed. 

It was the financing of the Civil War 
that produced the National Bank Act 
which gave the country sound, though 
inelastic, currency. The first National 
Bank Act was adopted by Congress in 
February, 1863, but it was superseded 
by the Act of June, 1864. Shortly after 
that the City Bank surrendered its state 
charter and entered the new system as 
the National City Bank of New York. 

In 1882 Mr. Taylor died and was 
succeeded by his son-in-law, Percy R. 
Pyne. The institution continued to 
grow in strength and prosperity during 
the regime of Mr. Pyne, who died in 
1891, and was succeeded by James 
Stillman, who had been a member of 
the board of directors. During his ad- 
ministration the country was firmly es- 


tablished on a gold basis following the 
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Tabulating machines (left) and sorting machines (right) help to clear the tremendous 
volume of transactions which pass through the bank each day. 


so-called free silver movement and the 
country’s greatest period of industrial 
expansion began. The bank’s deposits 
grew from $12,000,000 in 1891 to $51,- 
000,000 at the close of the panic of 
1893. The capital of the bank was 
raised to $10,000,000 in January, 1900, 
and to $25,000,000 in June, 1902. The 


surplus and undivided profits stood at 
$29,038,000 when Mr. Stillman retired 
from the presidency in 1909 to become 
chairman of the board. He was suc- 
ceeded as president by Frank A. Van- 
derlip, under whom the bank experi- 
enced a remarkable growth prior to and 


through the World War. The estab- 
lishment of foreign branches and the 
acquisition of the International Bank- 
ing Corporation took the bank farther 
into the field of international finance 
and made it an increasing factor in 
world affairs. 

Before 1914 American foreign trade 
was forced to depend on the facilities 
of foreign banks for handling business, 
but when the Federal Reserve Act was 
approved in December, 1913, permis- 
sion was given to American banks to 
establish branches abroad. From the 
first the National City Bank took the 
lead in this. Starting a branch in 
Buenos Aires, which was opened in 
1914, it has built up a constantly widen- 
ing system of branches, including the 
branches of the International Banking 


Corporation, which the National City 
Bank took over in 1915, until today this 
single American bank has seventy-one 
branches in twenty-three foreign coun- 
tries, thirteen branches being in Cuba, 
and seventy-two branches in Greater 
New York. 

Mr. Vanderlip was succeeded on Janu- 
ary 3, 1919, as president by James A. 
Stillman, son of the lat2 James Still- 
man. On October 5, 1920, the bank 
again increased its capital, this time to 
$40,000,000. 

On June 15, 1921, a merger was ef- 
fected with the Commercial Exchange 
Bank, followed on January 1, 1922, by 
the acquisition of the Second National 
Bank of New York. The Peoples Trust 
Company, with head office and ten 
branches in Brooklyn, was acquired on 
June 26, 1926. 

Gordon S. Rentschler was elected 
president of the National City Bank of 
New York on April 2, 1929. After 
the affiliation with The Farmers’ Loan 
and Trust Company, James H. Perkins 
was elected president of the City Bank 
Farmers Trust Company. 


Affiliation with The Farmers’ Loan 
and Trust Company 


The affiliation of The Farmers’ Loan 
and Trust Company, as the City Bank 
Farmers Trust Company, with The Na- 
tional City Bank of New York, was 
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completed as of June 29, 1929. The 
commercial -banking business of the 
trust company was taken over by The 


National City ‘Bank of New York. The - 


fiduciary business of both is handled 
by the trust company. 

The result has been an increase in 
the capital of the bank from $100,000,- 
000 to $110,000,000 and in the surplus 
from $100,000,000 to $110,000,000. 
The City Bank Farmers Trust Company 
has a capital of $10,000,000 and surplus 
of $10,000,000. Its shares are trusteed 
for the benefit of the shareholders of 
The National City Bank of New York, 
their beneficial interest being evidenced 
by an endorsement on the stock cer- 
tificates of the bank. 

The forward march of The National 
City Bank of New York has taken place 
in the face of legal restrictions against 
development of the branch banking 
system to the extent permitted in other 
countries. 


At the close of the year 1926 the In- 
ternational Banking Corporation, which 
was founded in 1901 to specialize in 
foreign business and situated principally 
in the Far East, was taken over as 
branches of The National City Bank. 

The merger, on April 23, 1930, with 
the American Colonial Bank of Puerto 
Rico and its six branches, marked fur- 
ther expansion in the foreign banking 
field. 

On November 28, 1931, The Bank 
of America, National Association, was 
acquired, and the capital stock of 
The National City Bank was increased 
from $110,000,000 to $124,000,000. By 
this acquisition twenty-five branch offices 
were added to those maintained by The 
National City Bank in Greater New 
York. 

James H. Perkins was elected chair- 
man of the board of the bank on Febru- 
ary 27, 1933. 

Following the regular meeting of the 
board of directors, June 30, 1936, Mr. 
Perkins announced that the retirement 
as of August 1 of the $50,000,000 pre- 
ferred stock, which was authorized on 
December 5, 1933, and the majority of 
which was subscribed for by the Re- 
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construction Finance Corporation, had 
been authorized. After giving: effect to 
the retirement, the bank’s capital struc- 
ture was changed to: common stock, 


~$77,500,000; surplus, $42,500,000; and 


undivided profits, approximately $10,- 
000,000. 


One of the World’s Great Banks 


Measured by its total deposits, The 
National City Bank ranks among the 
greatest banks of the world. But in 
reaching this position, the needs of 
those of modest means have not been 
forgotten. A compound jnterest depart- 
ment where small amounts can be de- 
posited has long been maintained as 
one of the bank’s important services, 
and a personal credit department is 
also operated to serve those who require 
moderate banking assistance. The 
bank has coéperated largely in pro- 
viding funds for home loan improve- 
ments and other sound financial re- 
quirements. 

Although the bank may justly take 
pride in its size, and in the additional 
fact that in its foreign offices it is far 
in the lead of any other American bank, 
the mere fact of size is perhaps re- 
garded as of much less concern than the 
reasons for its growth. As in the case 
of all large banks, the prosperity and 
growth of the bank may be chiefly as- 
cribed to the development of New York 
and the country at large. But in ad- 
dition there have been other reasons 
for its staying powers and the rise to 
its present high position among the 
banks of the United States and of the 
world. Its policies have been sound 
and progressive. A strong reserve 
position has been consistently main- 
tained, and as deposit liabilities have 
grown, the capital has been increased, 
thus adding to the margin of safety. 

The National City Bank during its 
long and successful history has had the 
guidance of bankers of rare ability, and 
to their qualities, combined with the 
sound foundation on which the bank 
was established, must be attributed a 
large measure of the solid success 
achieved. 





Celebrates Fiftieth Anniversary 


Broad Street National Bank of Trenton, N. J., 
Completes a Half Century of Its History 


fT °HE fiftieth anniversary of The 
Broad Street National Bank of 
Trenton, N. J., was celebrated on 
June 1, observing a record of expansion 
that constantly has been keyed with the 
development of Trenton. 


» 
cl 


The first home of the Broad Street 
National Bank, Trenton, N. J. 


The bank opened for business on 
June 1, 1887, in a little store at 188 
South Broad street. Deposits of that 
date were $22,090. On November 19, 
1888, the bank moved into its own 
newly completed offices at 201-203 
South Broad street. A short time later 
the bank purchased property at the cor- 
ner of East State and Montgomery 
streets. In 1900 the office was moved 
into the new eight-story structure, the 
first large office building in Trenton. 
Many considered this move a foolhardy 
venture, but the offices were soon oc- 
cupied, and it was not long before the 
accommodations for the bank were 
again outgrown. 
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On December 1, 1913, a new twelve- 
story office building addition was 
opened with the banking floor enlarged 
to provide space for the installation of 
a safe-deposit department and special 
facilities for the women’s department 
as well as enlarging the space occupied 
by the savings department. At this 
time this was the largest banking floor 
in the state of New Jersey. 

By June 1, 1920, The Broad Street 
National Bank had deposits of $7,019,- 
058, and the steady growth of its busi- 
ness necessitated still another increase 
in space. To secure more office room 
an eight-story addition was built. This 
section was opened in 1922. 

George A. Katzenbach, who joined 
the bank as a clerk in 1890 and worked 
his way up through various capacities 
until he became: president in 1921, re- 
marked, in discussing the history of the 


iv 


The present home of the Broad Street 
National Bank, Trenton, N. J. 
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GEORGE A. KATZENBACH 


bank, “I feel that the remarkable de- 
velopment of The Broad Street National 
Bank is owing in large part to the 
splendid character of the men who 
have been associated with it. 

“The first president of our bank was 
Lewis Parker, who was soon forced by 
the pressure of other duties to resign. 
He was succeeded by Joseph Y. Lanning. 
In 1898 two men who worked long and 
arduously for the welfare of the bank, 
O. O. Bowman and William G. Howell, 
were elected, respectively, as president 
and vice-president. 

“Mr. Howell was vice-president for 
more than twenty-five years. Mr. Bow- 
man, who was on the original board 
of directors, was president from 1898 
until 1909, and at the close of that 
period he continued to serve on the 
board. His optimism and keen business 
judgment were largely responsible for 
the purchase of the property at East 
State and Montgomery streets, which 
proved to be so favorable to the de- 
velopment of the bank. 

“Mr. Bowman, always an inspiration 
to those who worked with him, in a 
message to the board of directors in 
1914, expressed the philosophy on 
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which he had built his success. Opti- 
mism is the soul of confidence, and 
confidence is the product of knowledge. 

“The things we should know well 
are those which make for prosperity, 
success and happiness. 

“Thinking, talking, and believing 
prosperity, success and happiness bring 
them to us just as surely as thinking, 
talking, and believing hard times, fail- 
ure and sorrow bring these misfortunes 
upon us.” 

The Broad Street National Bank well 
illustrates the effectiveness of Mr. Bow- 
man’s philosophy. From its opening 
with deposits totaling $22,090 on the 
first day of business, it has grown until 
it recorded on March 31, 1937, deposits 
of $12,709,235. 

Considering the varying financial 
conditions this country has _ passed 
through in the last half-century The 
Broad Street National Bank of Trenton 
has every reason to be proud of its 
achievement. 
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“THE MARCH OF TRADE” 


THE National City Bank of New York 
reports an active demand from boards 
of trade, Kiwanis clubs, and other busi- 
ness, financial and educational institu- 
tions for its new sound motion picture 


entitled “The March of Trade.” Re- 
quests are being received for its use in 
conventions to be held in the coming 
summer. 


This is believed to be the first pro- 
duction of this kind ever attempted by 
a financial institution. It is designed 
to demonstrate graphically the réle 
banking plays in developing and sus- 
taining American foreign trade. It is 
introduced in brief remarks by James 
H. Perkins, chairman of The National 
City’s board. It comprises moving shots 
made by the bank’s overseas staff in 
twenty-three countries and a view of it 
is like taking a moving picture trip 
around the world in one hour. 





FINANCIAL SITUATION ABROAD 
A Monthly Survey 


General Conditions 


HE Spanish war goes on, with no 

decision having as yet been reached. 

Germany and Italy have of late been 
holding conferences, designed to cement 
their political relations, but showing 
evidence that they are becoming some- 
what weary of their Spanish adventure. 
Plans are afoot for a general economic 
conference, but these plans are being 
only vaguely discussed at present. The 
movement for removing international 
trade barriers rapidly gains force. 
Across the Atlantic, in many countries, 
rising prosperity is to be seen, but 
much of this “prosperity” is based upon 
military outlays, and is therefore not 
substantial. 


Great Britain 


Last month all eyes were centered on 
London, where amidst great enthusiasm 
the coronation of King George VI took 
place. If the views of a correspondent 
of The Economist are correct, it is for- 
tunate that so many have recently seen 
London, for as seen by the correspond- 
ent, here is what it will look like in 
1950: 


It needs no fantastic flight of imagination 
to suggest that one of the sights of London 
in 1950 may be a £50 million Charing Cross 
Bridge, stretching from Euston to Camber- 
well, and having at either end a statue of 


Benito Mussolini and Adolf Hitler. Its 
construction will, of course, have been 
necessary to provide a clear run for mobile 
anti-aircraft batteries between North and 
South London. 


Leaving aside this “flight of imagina- 
tion,” for contemplation of the present, 
it may be seen that Great Britain is 
enjoying unusual prosperity and or- 
derly development, although in London 
there have been some strikes recently 
actually taking place, with others of a 
more serious character threatening. Re- 
ports from the leading London banks are 
all highly encouraging. They show em- 
ployment at record figures, foreign and 
domestic trade increasing, and a gen- 
eral improvement in production. Last 
month there was, for a short time, some 
anxiety in London, due to the fall in 
the value of gilt-edged securities, but 
this anxiety was later relieved. 


France 


“THE Economic and Financial Position 
in France” forms the subject of a com- 
prehensive study of the situation in that 
country by M. Frédéric Jenny, financial 
editor of Le Temps, Paris. This study 
was published in the April number of 
Lloyds Bank Limited Monthly Review, 
London. 

Discussing the rise of prices in re- 
cent months, M. Jenny sees in such rise 
serious disadvantages from the social 
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aspect. Both workmen and those who 
live on fixed incomes have suffered on 
account of this increase in prices. There 
are some encouraging aspects noted in 
the country’s economic situation: un- 
employment is diminishing, receipts 
and traffic returns on the railways are 
improving; there is notably a_ better 
feeling in the retail shops; foreign 
trade is gaining. 

The tendency for capital to leave 
the country has been ascribed to “an 
unfavorable atmosphere”—an assertion 
which M. Jenny does not dispute. He 
places chief responsibility for the un- 
favorable situation in failure to balance 
the budget. “The theory of increased 
purchasing power,” he says, “has not 
been confirmed by developments. The 
liberal efforts of the government to in- 
crease consuming power of the workers 
of all kinds have been shipwrecked by 


the rise in the price level. 


The need of a steady return of cap- 
ital from abroad is emphasized, since 
it is considered “impossible, without 
serious drawbacks, to continue indef- 
initely borrowing from the Bank of 
France, in other words by expansion of 
currency and credit.” M. Jenny is con- 
vinced that a sincere attempt to balance 
the budget will be followed by a return 
of capital to the country. He credits 
the government with having the same 
view, and instances attempts to bring 
about equilibrium in so far as concerns 
public finance. 


The concluding paragraph of this in- 
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teresting study is worthy of quotation 
in full: 


I abstain on the present occasion from 
examining the more distant future. For I 
should then be obliged to note that, not 
only in France but in the greater part of 
the world, the tendency and direction of 
the present economic recovery is largely 
artificial. Determined for the most part 
by monetary manipulations and by re- 
armament, it in no way corresponds to the 
real and normal needs of mankind. We 
cannot exclude the prospect that when 
these artificial stimulants have disappeared, 
a fresh depression and fresh readaptation, 
even more painful than those we have just 
experienced, will prove unavoidable. Suf- 
fering humanity has indeed learnt nothing. 
More than ever before the need seems 
manifest, the evidence is conclusive, that 
economic relations should be dominated by 
natural laws instead of by artificial re- 
strictions. Here lies the only true secret 
of prosperity and of peace. 


Italy 


THE recent resumption of the publica- 
tion of trade statistics shows that the 
deficit of Italy’s foreign trade for 1936 
was 543.5 million lire in 1936, com- 


pared with 2551.7 million in 1935. 
Early months of the present year still 
show a large balance of imports, but 
considerably less than for the same time 
in the preceding year. 

In his report to the general meeting 
of the Bank of Italy, Governor Az- 
zolini referred to the modifications 
which had occurred in 1936 in the ratio 
between the note circulation and the 
gold reserves which at the close of that 
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year—exclusive of the 1700 million lire 
gold deposited with the Bank of Eng- 
land—consisted of 3958.8 million lire 
in gold and 62.8 million foreign credits 
against a note circulation in Italy and 
Italian East Africa of 16,525.1 million 
lire. Of the subsidiary circulation 
(treasury notes and specie) 756.5 mil- 
lion lire were lying in the bank. These 
figures may be compared with those for 
December, 1934, when the note circu- 
lation, stood at 13,145 million and 
specie at 2144 million making a total 
of 15,289 million. Presuming that the 
treasury note and specie circulation is 
approximately the same as in 1934 the 
total would now stand around 18,600 
million lire out of which 756.6 million 
specie and Treasury notes are in the 
bank. The Governor stated, the note 
circulation had again been reduced to 
15.871,300,000 lire. 


Poland 


For the first two months of this year, 
the United States took third place in 
the foreign trade of Poland. Hereto- 
fore it had been third as an exporter 
and seventh as an importer. 


Sweden 


REVIEWING the economic situation in 
the first quarter of 1937, Skandinaviska 
Kreditaktiebolaget reports that Sweden’s 
foreign debt in the form of bond loans, 
which was formerly rather consider- 
able, has been practically redeemed; a 
rise in prices and the cost of living; at 
the end of 1936 the Riksbank’s stock 
of gold and foreign exchange was 


542 


nearly double the note circulation; the 
boom in Sweden is still prevalent, the 
export industries in particular showing 
continued expansion; higher dividends 
are reported by industrial corporations. 

Holders of the Swedish government 
41% per cent. loan of 1927, totaling 
67,466,900 kronor, which was called in 
for repayment on June 15, 1937, re- 
ceived an offer to exchange their bonds 
against 3 per cent. Government bonds 
of February 1, 1937, at a price of 9914 
per cent. 


Turkey 


WHILE Germany leads all other coun- 
tries in trade with Turkey, second place 
is held by the United States, and the 
share of America’s trade with Turkey 
has been steadily advancing in recent 
years. 

The Turkish government, availing 
itself of the growing surplus of fiscal 
receipts over the budget estimates, has 
caused the Grand Assembly to vote sup- 
plementary credits amounting to Ltq. 
11,600,000. The government has also 
increased by about Ltq. 17,000,000 the 
draft of 1937-1938 budget, submitted 
to the Grand Assembly for approval. 


The Argentine 


From its Buenos Aires branch the First 
National Bank of Boston has received 
the following report. under date of 
May 8: 

On April 22 the Argentine govern- 
ment arranged for redemption of the 
last of its 6 per cent. dollar loans by 
means of 35,000,000 dollars in 4 per 
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cent. bonds issued in New York at 
8914. In place of some 236,000,000 
dollars in 54% per cent. and 6 per cent. 
bonds in circulation last October there 
are now only 105,000,000 dollars in 
4’s and 23,500,000 dollars in 4% per 
cent. bonds. The former annual debt 
service of 20,200,000 dollars will thus 
be reduced te about 7,000,000 dollars. 
Value of exports for the first quarter 
reached the record figure of. m$n 840,- 
006,000, or 104.7 per cent. above the 
same period last year, while imports 
of m$n. 307,399,000 increased only 6.2 
per cent. in value, leaving a favorable 
balance of m$n 532,607,000 for the 
quarter against m$n 539,000,000 for the 
entire year 1936, which in turn was the 
highest annual figure since 1919. 

The March combined bank statement 
shows: 


m$n 
DGDORIES “UD 556. cee es vecaensess 57,000,000 
ROR AD 64 hin TIS ic Oe oS v6 wee 31,000,000 
Cash down 
Cash reserve 32 per cent, 


March, 1937 March, 1936 

m§$n mn 
Liabilities 
failures 


4,579,000 5,993,000 
Bank clearings 


.. 3,764,863,000 2,739,000,000 


© 
INTERNATIONAL BANKING NOTES 


A New BookLetT ON TRAVEL IN 
Europe.—The Midland Bank has is- 
sued a booklet under this title. The 
work is a useful and up-to-date guide 
to exchange and currency conditions in 
the European countries most frequented 
by travelers. Copies of the booklet 
may be procured without charge on ap- 
plication to the Midland Bank Limited, 
Head Office, Poultry, London, E. C. 2. 


Improveo Crepit ConpITIoNs.—Con- 
tinuation of gains in collection and 


credit conditions in Latin-American 
markets are reported by American firms 
exporting to that area, according to the 
current survey by the Foreign Depart- 
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ment of the National Association of 
Credit. Men. This survey covers the 
first quarter of 1937. 


HistorRY OF AUSTRALIAN BANKING.— 
The Commissioners of the Rural Bank 
of New South Wales have published 
“A Brief History of Australian ‘Bank- 
ing,” with special reference to the State 


of New South Wales. 


THE NATIONAL BANK OF DENMARK.— 
This institution has recently issued, at 
Copenhagen, a pamphlet giving the act 
under which the bank is organized and 
operates, also the by-laws of the insti- 
tution. 


© 


OPPOSES HOLDING COMPANY 
BANKING 


HoLpING company banking is at once 
the present substitute for and the fore- 
runner of branch banking. It is cen- 
tralization of credit control in danger- 
ous form. In the Senate Committee re- 
port on the Banking Act of 1933, this 
fact was clearly recognized and legis- 
lation intended to curb this practice en- 
acted. Such legislation has been in- 
effective. Holding companies must be 
controlled through state action where 
usually their charters are granted. Such 
group banking frequently is state-wide 
and often across state lines, 

Under its growing operation, branch 
banking is, practically, being accom- 
plished without Federal sanction and 
contrary to the spirit of state laws. 

If holding companies are anathema 
in the utility field how much more 
soundly should they be condemned in 
the far-flung financial realm. I have not 
time to discuss these evasive parasites 
but their activities should certainly be 
limited to present holdings and they 
should not be permitted to operate 
across state lines.—William E. Elliott, 
executive vice-president, Bank of Can- 
ton, Ga. 
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Current Conditions in Canada 


N its monthly business summary 
dated May 22, the Bank of Mon- 
treal says: 

“Business prospects for the approach- 
ing summer months continue to be 
favorable, the movement of merchandise 
being satisfactory, carloading figures 
ahead of those at this time last year, 
and manufacturing in general busy, 
with primary iron and steel industries 
in almost a full tide of activity. 

“Attention at the moment is directed 
largely to the Imperial Conference 
which opened immediately after the 
Coronation ceremonies in London. This 
Conference is expected to deal with mat- 
ters which will have an important bear- 
ing upon Canadian trade and Empire 
trade generally. Specific matters of 
trade will be the subject of discussion 
outside the Conference proper, where 
Empire defence and foreign policy are 
to be the principal subjects on the 
agenda. Foreign policy, however, may 
be regarded as covering questions of 
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trade in so far as trade is made a basis 
of new international relationships. 
“The United States Government has 
made known its desire to enter into a 
trade arrangement with the United 
Kingdom which may, and probably will, 
involve some modifications of the exist- 
ing trade pacts operating between Great 
Britain and other units of the Empire. 
Inasmuch as the establishment of a new 
commercial interest between the United 
Kingdom and the United States has what 
many people believe to be highly im- 
portant political implications of a con- 
structive character, the whole subject 
seems certain to engage the serious at- 
tention of Empire representatives and 
particularly those from this country. 
“It is of possible significance in this 
regard that on the opening day of the 
Conference, May 14th, the Canadian 
Prime Minister uttered a strong plea 
for the reduction or removal of interna- 
tional trade barriers as a step toward 
economic appeasement and the main- 
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tenance of world peace. It is a safe 
inference from Mr. King’s statement 
that so far as the Canadian Government 
is concerned there will be a disposition 
to adjust the Canadian foreign trade 
structure to the requirements indicated 
in his address. 

“In the meantime, the Dominion’s 
foreign trade position is very strong, 
Canada having returned last year to the 
fifth place among the trading nations 
of the world, a place occupied in 1932 
and prior to that from 1926 to 1930. 
What is particularly satisfactory in this 
recovery is the fact that it is attributable 
principally to a rise in the volume and 
value of this country’s export trade. 
The total trade of the Dominion for the 
fiscal year which closed March 31 rose 
from $1,425,000,000 in the previous 
year to $1,746,000,000, exports rising 
from $849,000,000 to $1,061,000,000 
and imports from $562,000,000 to 
$671,000,000. The expansion was con- 
tinued into April with a monthly gain 
of nearly $25,000,000, exports increas- 
ing in value by $8,900,000 and imports 
by an estimated figure of $16,000,000.” 

In its monthly commercial letter for 
May, the Canadian Bank of Commerce 
reports a continuation of the recent 
strong industrial advance, except in 
those districts affected by the strike of 
automotive workers. There has been 
more than a seasonal advance in the 
production of textiles, machinery and 


other heavy equipment, and a marked 
increase in new construction contracts. 
The contracts awarded in April were 
more thaff double those in the like 
month of last year and increased the 
volume of work undertaken in 1937 to 
date by one-third over the first four 
months of 1936, as well as to the high- 
est point for any corresponding period 
since 1931. 


Forestry operations have expanded 
greatly, and general imports and ex- 
ports for the first four months of 1937 
are well above the same period of 1936. 


No Inflation in Canada 


Discussing the subject of inflation, 
Ames & Co. Limited in their “May. In- 
vestment Suggestions” say: 

“When the question is asked whether 
we have inflation it should be evident 
that any answer will be subject to reser- 


vations. The answer can be affirmative 
in the sense that the easy money policy 
in Canada and other countries has been 
essentially inflationary. -We have de- 
parted from the gold standard and en- 
larged the supply of money to the high- 
est point in our history. This is a 
typical inflationary technique. 

“But if by inflation is meant an iso- 
lated depreciation of the value of a cur- 
rency accompanied by swiftly rising 
commodity prices the answer, at this 
stage, would have to be in the negative. 
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In terms of the currencies of our prin- 
cipal customers abroad the Canadian 
dollar is not depreciated. Nor, except 
in special instances where supplies have 
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been radically curtailed or production 
costs have increased, is there evidence 
of a general rapid rise of prices that 
characterizes inflation.” 


CHECKING UNDUE SPECULATION 


OINTING out that speculation is 

growing and that there is an in- 

creasing concern about this develop- 
ment, Henry H. Heimann, executive 
manager of the National Association of 
Credit Men, declares that an analysis 
of speculative accounts by the Securities- 
Exchange Commission would be one of 
the best means of acquainting would-be 
speculators with. the dangers involved 
in securities speculation. 


“I would suggest,” the credit execu- 
tive says, “that the S. E. C. analyze a 
fair cross-section of speculative ac- 
counts on brokers’ books. A specula- 
tive account would be classed as one 
in which many purchases and sales of 
securities during the course of a limited 
period were made. Then the results of 
these speculative activities in the secu- 
rity markets, over a sufficient period of 
time to include both a boom and a de- 
flationary period, should be published. 

“Such an analysis would indicate, I 
am confident, the virtual impossibility 
of many people beating the market. It 
could have a tendency to limit specula- 
tion by publicizing the general lack of 
success of the majority of those who 
speculate. It might not have a deter- 
rent effect upon those who are possessed 
of sufficient ego to believe that they are 
endowed with exceptional analytical and 
prophetic powers, but it would be a pro- 
gram of education in support of the ac- 
tivities of such a body as the Securities- 
Exchange Commission. 

“Legislation cannot, in the last 
analysis, prevent speculation, no matter 
how well drawn it may be. A certain 
type and quantity of speculative activ- 
ity should not be prevented. It is the 
excessive speculation by vast numbers 
of the uninitiated, who are stimulated 
by the hope of overnight fortunes, that 
leads to speculative abuses. These 


abuses and this type of speculation 
should be curbed. Generally, the broad 
program of the S. E. C. is considered 
worth while, although there may be in- 
dividual differences of opinion as to 
some of the methods used to regulate 
the exchanges and protect the investors. 

“The final say as to whether we will 
have a foolhardy speculative boom rests 
with the individuals in this nation more 
than with any governmental commis- 
sion. But public knowledge of the ex- 
perience of speculators over the long 
run could tend to help us avoid certain 
difficulties we have known in the past 
because of over-speculation. 

“The stock market is still running 
ahead of business recovery. This may, 
to some extent, and by some authorities, 
be justified since the stock market often 
anticipates business recovery. But it 
seems rather evident in this particular 
stock market situation that the distance 
between the recovery effected in the se- 
curities world and that effected in the 
business world is out of proportion. 

“During the past twelve months, the 
stock market has gone up at a greater 
pace than it did in the first year of the 
‘new era’ market preceding the 1929 
crash. In that previous upturn the gain 
amounted to 15 per cent. in the first 
year, whereas during the first twelve 
months of the current rise the stock 
market gained 48 per cent. 

“Of course, some of the cause of this 
rise can be attributed to the dividends 
announced in the final quarter of 1936, 
dividends that were stimulated by the 
workings of the undistributed corporate 
earnings tax. If the new Congress re- 
studies the 1936 Federal Revenue Act, 
as advices from Washington indicate 
may be done, the manner in which this 
new tax operates to force out funds is 
something that needs dzep considera- 
tion.” 





IN THE MONTH'S NEWS 


Convention Dates 


STATE AND SECTIONAL 


June 3-4—South Dakota Bankers Asso- 
ciation. Alex Johnson Hotel, Rapid 
City. 

June 8-11—Mid-Continent 
Conference. 
Okla. 

June 8-9—Mississippi Bankers Associa- 
tion. Edgewater Gulf Hotel, Edge- 
water Park. 

June 10-11—Georgia Bankers Associa- 
tion. Rome. 


June 10-11—Idaho Bankers Associa- 
tion. Hotel Rogerson, Twin Falls. 


June 10-12—Massachusetts Bankers As- 
sociation. New Ocean House, Swamp- 
scott. 

June 11-12—North Dakota Bankers As- 
sociation. Fargo. 

June 14-15—Oregon Bankers Associa- 
tion. Pilot Butte Hotel, Bend. 

June 15—Connecticut Bankers Associa- 
tion. Norwich Inn, Norwich. 

June 17-18—Washington Bankers As- 
sociation. Leopold Hotel, Belling- 
ham, 

June 18-19—Colorado Bankers Asso- 
ciation. Hotel Stanley, Estes Park. 

June 21-22—Utah Bankers Association. 
Bryce Canyon Lodge, Bryce Canyon. 

June 24-27—Michigan Bankers Associa- 
tion. Grand Hotel, Mackinac Island. 

June 24-26—Virginia Bankers Associa- 
tion. West Virginia Bankers Asso- 
ciation. Joint Convention. The Green- 
brier, White Sulphur Springs, W. Va. 

June 25-26—Wyoming Bankers Asso- 
ciation. Sheridan. (Hotel not yet 
selected. ) 

June 25-26—Montana Bankers Associa- 
tion. Many Glaciers Hotel, Glacier 
National Park. 

June 25-27—Maine Bankers Associa- 
tion. Kines House, Moosehead Lake. 

Jun> 26-29—Wisconsin Bankers Asso- 
ciation. Cruise. 

August 12-14—A. B. A. Pacific Coast- 
Rocky Mountain Trust Conference. 
Portland, Oregon. 


Banking 
University of Tulsa, 


September 9—Delaware Bankers Asso- 
ciation. Henlopen Hotel, Rehoboth. 

September 9-10—Maine Savings Bank 
Association. Place not yet selected 

September 16-18—Massachusetts Sav- 
ings Banks Association. New Ocean 
House, Swampscott. 

October 20-22—Savings Bank Associa- 
tion of New York. The Greenbrier, 
White Sulphur Springs, W. Va. 


GENERAL 


June 7-11—American Institute of Bank- 
ing. Hotel Lowry, St. Paul, Minn. 


September 13-15—Morris Plan Bank- 
ers Association. The Broadmoor, 
Colorado Springs, Colo. 

September 13-16—Financial Advertis- 
ers Association. Syracuse, N. Y. 
October 6-8—United States Building 
and Loan League. Los Angeles. 
October 8-12—American Bank Women. 

Hotel Somerset, Boston, Mass. 


October 10-13—National Association 
of Bank Auditors and Comptrollers. 
Boston, Mass. 

October 11-14—American Bankers As- 
sociation. Statler Hotel, Boston, 


Mass. 


Branch Banking 


G Directors of the Transamerica Cor- 
poration, which owns 99.65 per cent. of 
the capital stock of Bank of America 
N. T. & S. A. (California), at a recent 
special meeting approved the plan to 
distribute to stockholders of the cor- 
poration approximately 60 per cent. of 
the bank’s 4,000,000 shares. 

The board also called a special meet- 
ing of stockholders to be held at Wil- 
mington, Del., on July 10 for the pur- 
pose of voting on a proposal to amend 
the certificate of incorporation so as to 
provide for a reclassification of Trans- 
america shares and the issuafice of one 
share of $2-par stock for each two 
shares of no-par stock now outstanding, 
of which there are 23,170,000 shares in 
the hands of the public. 
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The distribution, on the basis of one 
share of the bank’s stock for each five 
new shares of Transamerica stock, will 
be made with the regular Transamerica 
dividend on July 31 to stockholders of 
record July 15. 


Stockholders of the Bank of America 
N. T. & S. A. (California) at a recent 
special meeting approved a reduction 
in the par value of the bank’s stock 
from $25 to $12.50 a share and an in- 
crease in the number of shares outstand- 
ing from 2,000,000 to 4,000,000. The 
plan was ratified by the bank’s board 
of directors on April 13. 

The change in the bank’s capital 
structure was made in order to facilitate 
the proposed distribution by the Trans- 
america Corporation to its stockholders 
of a portion of the bank’s shares, 99.65 
per cent. of which are owned by Trans- 
america. 


Associations 


{A 10-day vacation cruise to Havana 
and Nassau on the Cunard Liner Carin- 
thia from July 20 to July 30 has been 
arranged by the New Jersey Bankers 
Association. It is believed by the off- 
cials of the association that there is a 
need for this opportunity for a purely 
social gathering of bankers devoid of 
the business activities which attend the 
regular conventions: It also gives the 
juniors in New Jersey institutions a 
chance to meet their associates in other 
banks and also to provide them with 
better accommodations and rates for 
travel than they could obtain as in- 
dividuals. 


Bank Buildings 


q How to meet the problem of in- 
creased deposits is considered in an edi- 
torial which appears in the current 
issue of “Foresight” published by Tilgh- 
man Moyer Company, bank builders of 
Allentown, Pa. The editorial follows: 

“Bankers are faced with an increase 
in deposits. Expanding industrial pro- 
duction, new government and private 
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loans and higher commodity prices 
make this inevitable. Already, the prob- 
lem of many banks is how to handle this 
increase at a profit. They are having 
difficulty enough in making their present 
business show profit; and the increase 
in deposits—so desirable a few years 
ago—in many instances is accepted 
only because it cannot be avoided. Fur- 
thermore, bankers are feeling the 
greater activity within each account 
that comes with the betterment of busi- 
ness. More clerical work per dollar of 
deposits, more overhead, less profit. 

“Interest rates are low, reserve re- 
quirements are high; and over these the 
banker has no control. 

“He does, however, have control over 
the expense side of his business. It is 
here, by lowering expenses, that re- 
planned working layout has helped a 
number of banks to solve this problem 
of an increase in deposits. Properly 
redesigned and remodeled banking 
quarters have enabled them to handle 
twice their former volume at little or 
no increase in clerical cost. 

“Here is one way for the banker to 
make a profit out of the increased de- 
posits that are coming his way. 

“It is within his own control; it is 
independent of future laws, interest 
rates, or politics.” 


q At Savannah, Ga., the Citizens and 
Southern National Bank has started op- 
eration of its new air conditioning sys- 
tem. 


g At Garfield, N. J., the Garfield Trust 
Company has remodeled its building, 
doubling its lobby space. 


q At Topeka, Kansas, the Topeka State 


Bank is air conditioning its building. 


@ At Schenectady, N. Y., the Schenec- 
tady Trust Company has recently in- 
stalled the latest type of air condition- 
ing equipment in its building. The 
equipment, designed by the General 
Electric, not only assures an agreeably 
cool temperature throughout the hottest 
days of summer but also a constant sup- 
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ply of clean, filtered air at proper 
humidity the year around. 


q At Worthington, Minn., plans have 
been announced for enlarging and re- 
building the Worthington National 
Bank _ building. 


q At Morehead, Ky., work on the new 
building for the Peoples Bank of More- 
head will be completed shortly. 


q At Miami, Okla., the First National 
Bank is installing air conditioning 
equipment. 


qAt Yazoo City, Miss., the Bank of 
Yazoo City is working on a $22,000 re- 
modeling program. 


q At Elkhart, Ind., the First National 
Bank is making extensive improvements 
to its building, doubling the lobby 


space area. 


q At Indianapolis, Ind., new elevators 
are being installed in the Fletcher Trust 
Company building under direction of 
the Otis Elevator Company of New 
York. 


q At Cochran, Ga., the State Bank of 


Cochran is installing a new vault door. 


q At Clarendon, Tex., a contract for 
the rebuilding of the First National 
Bank building has been awarded. Com- 
pletion is expected within about 90 
days. 


q{ At Indianapolis, Ind., the Fletcher 
Trust Company has opened a new 
building for its Broad Ripple branch. 
It is constructed of poured concrete, 
veneered with brick and Indiana lime- 
stone. A feature of the building is the 
installation of “Insulux” glass bricks 
in place of ordinary windows, providing 
an area of more than 250 square feet 
which admits light in practically the 
same degree as ordinary window glass. 
This also provides an insulation against 
hea! and cold equal to that of a twelve- 
inch solid brick wall. 
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q At Luling, Tex., the First National 
Bank in Luling is completing a re- 
modeling operation making the bank 
interior modern in every respect. 


gq At Sacramento, Calif., the American 
Trust Company of San Francisco is 
planning a new building for its local 
branch in downtown Sacramento. It 
will be a one-story reinforced concrete 
building costing $90,000. 


gq At Texas City, Tex., the new build- 
ing of the Texas National Bank is near- 
ing completion. Features are a marble 
floor in the lobby, rubber tile behind 
the counters and partitions and a night 
depository. 


q At Fort Atkinson, Wis., a $13,000 
one-story addition is being constructed 
for the Citizens State Bank. 


q At Marshallville, Ga., the Citizens 
Bank is being completely remodeled. 


q At Lexington, Tenn., the First Na- 
tional Bank is planning to erect a new 
building in the near future. 


@ At Mansfield, Mo., the Farmers and 
Mechanics Bank has started an exten- 
sive interior remodeling job. 


q At Marshall, Minn., the remodeling 
of the interior of the First National 
Bank has been completed. 


q At Wynne, Ark., the First National 


Bank has opened its new quarters. 


gq At St. Louis, Mo., the Mutual Bank 
and Trust Company has just completed 
a remodeling job. 


G In New York City, the Irving Sav- 
ings Bank is remodeling the building 
at 1554 First Avenue on the southeast 
corner of 81st Street, to be occupied 
as a branch early this fall. The interior 
will be completely renovated. The lay- 
out of the bank floor will include mod- 
ern equipment, together with safe de- 
posit facilities. The entire building 
will be air conditioned. 
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q At Ames, Iowa, the College Savings 
Bank is planning a $14,000 remodeling 
job. An air conditioning system will 
be installed and vault improvements 
made. 


q At Shreveport, La., the Commercial 
National Bank is planning a new mod- 
ern building for its permanent home. 


@ The Morris Plan Industrial Bank of 
New York has taken a 15-year lease in 
the Lincoln Building, 60 East 42nd 
Street, for occupancy as its main office 
within the next few months. 

The space consists of 20 feet of store 
frontage on Forty-second Street, run- 
ning back to the building corridor, for 
use as the main entrance lobby and 
equipped with a wide stairway and pri- 
vate elevator. The institution will also 
use large third-floor space taking in the 
entire 181-foot frontage of the build- 
ing. It will have entrances on Forty- 
second Street, from Madison Avenue, 
Forty-second Street and through the 
building arcade. 


A new entrance two stories high will 


be built on Forty-second Street. It will 
be of bronze and stone construction. 
The stairway leading to the banking 
floor will be of marble. 


g At Fort Atkinson, Wis., the Citizens 
State Bank is planning to erect a $12,- 
000 addition to its building. 


q At Memphis, Tenn., the First Na- 
tional Bank of Memphis is making 
plans for elevator modernization and 
lobby improvements in its skyscraper 
building at Madison and Second 
streets. 


q At Canonsburg, Pa., the Citizens 
Trust Company has voted to remodel 
and enlarge the present banking quar- 
ters. The Tilghman Moyer Company 
of Allentown, Pa., has been employed 
to do the work. Local labor and local 
sub-contractors will be used wherever 


possible. 
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Education 


q Enrollments in the Graduate School 
of Banking were closed on May 20 with 
a total enrollment of around 600. The 
Graduate School, which is conducted 
jointly by Rutgers University and the 
American Bankers Association through 
its educational section, the American 
Institute of Banking, is open to bank 
officers who are graduates of the insti- 
tute or who have had equivalent train- 
ing in colleges or universities. 

The first 200 students were admitted 
to the school in June, 1935, and they 
will be graduated this year at com- 
mencement exercises on July 2. Two 
hundred more were admitted last year 
and the 200 admissions this year will 
bring the school to the limit. 

Resident sessions of the school will 
run from June 21 to July 3. The course 
comprises three resident sessions with 
home study under supervision of the 
faculty during the months between the 
resident sessions. 

A number of new instructors have 
been added to the faculty this year. 
They are: Kenneth C. Bell, second vice- 
president, Chase National Bank, New 
York City; W. Randolph Burgess, vice- 
president, Federal Reserve Bank of 
New York; William A. Irwin, profes- 
sor of economics, Washburn College; 
Albert S. Keister, professor of eco- 
nomics, The Woman’s College of The 
University of North Carolina, and Wil- 
liam H. Neal, vice-president, Wachovia 
Bank and Trust Company, Winston- 
Salem, North Carolina. 


Equipment 


q A new type fan called the Roto-Beam, 
with offices in Chicago, Illinois, is be- 
ing marketed for commercial use. Roto- 
Beam air circulators have been installed 
in a number of banks including the 
Drovers National Bank, Chicago; First 


National Bank, Philadelphia; Chase 
National Bank, New York. 

The manufacturers claim that this 
new five-bladed fan does the work of 
8 or 10 ordinary fans and uses less 


electricity. The difference is in the fan 











blades which are so designed that not 
one, but five streams of air are pro- 
jected from a pyramidical center. This 
manufactures a miniature cyclone, 
creates a suction action, and moves all 
air in a circling, whirling motion. 
Roto-Beam air circulators are obtain- 
able in a variety of sizes from small 
units with 8-inch blades to units having 
24-inch blades capable of circulating 
air in larger quarters. All units are 
portable and can be quickly installed. 


Deaths 


q William B. Symmers, assistant 
cashier of the Citizens and Southern 
National Bank of Atlanta, Ga., died on 
May 13 at the age of 67. He had been 
connected with banks in Atlanta since 
1890 and had been with the Citizens 
and Southern since 1919. 


Mortgage Loans 


4 Mortgage loans by the savings, build- 
ing and loan associations climbed back 
in March above the $100,000,000 mark 
which they were monthly from April 
through December of last year, the 
United States Building and Loan 
League announced last month. Passing 
the February total by 28 per cent. and 
the March, 1936, figure by 22.1 per 
cent., the March loans this year num- 
bered approximately 46,250 and the 
volume was placed by the League at 


$106,583,500. 


Personals 


| Thomas C., Boushall, president of the 
Morris Plan Bank of Virginia, has been 
in constant demand recently as a 
speaker. Among recent engagements he 
addressed the students in banking and 
economics at the University of Rich- 
mond on “Bank Research”; the South- 
eastern Section of the Morris Plan 
Bankers Association on “The Oppor- 
tunities of Morris Plan Banks in the 
Southeast”; students of the University 
of Virginia on “Problems of Stability 
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in Money and Banking”; Group IV of 
the Virginia Bankers Association on 
“The Opportunities of Research in 
Banking.” 


q George H. Rhinehart, recently elected 
president of the Trust Company of 
North America, New York, was recently 
honored by a dinner at the Lawyers 
Club given by more than two hundred 
of his friends. Professor George W. 
Edwards, chairman of the economics 
department of City College of New 
York, was guest speaker. 


q At a recent meeting of the directors 
of the National Shawmut Bank of Bos- 
ton, William W. McCarthy and Rohl C. 
Wiggin were elected vice-presidents. 
Mr. McCarthy has been assistant vice- 
president in charge of the time sales 
department since 1929. This depart- 
ment is one of the oldest and largest 
banking operations in the finance field 
and is among the largest independent 
time sales organizations in the country. 
Mr. Wiggin joined Shawmut in 1927 
becoming vice-president of the Shaw- 
mut Corporation and in 1931 was 
elected assistant vice-president of the 


bank. 


Other promotions made by the direc- 
tors were: Clarence G. Ivey, assistant 
vice-president; Edward A. Davis, as- 
sistant cashier; Arthur W. Deibert, as- 
sistant cashier, and Winthrop E. Rich, 
assistant trust officer. 


“Pay-as-You-Go”’ Banking 


@ The Manufacturers Trust Company. 
New York, has extended special check- 
ing service without minimum balance 
requirement to forty-three additional 
offices effective May 1. The system was 
installed in nine offices last October. 

The results obtained at the first nine 
offices during this seven-month period 
have convinced the bank that there is a 
widespread demand for such accommo- 
dations, as there are many people who 
prefer to pay a fixed charge for every 
check issued rather than to maintain a 
minimum balance. 
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Under the bank’s special checking 
plan, accounts may be opened with any 
amount, large or small. The only cost 
is 10 cents for every check issued. There 
is no charge for deposits; neither is 
there any monthly activity charge. 
Statements and cancelled vouchers are 
mailed to customers every ninety days. 
An important feature of the plan is 
that after the account is established, all 
transactions may be handled by mail. 


q The first banking office expressly de- 
signed for the modern type of “pay-as- 
you-go” banking, which necessarily 
deals with a very large number of de- 
positors, was opened May 10 by The 
National Safety Bank and Trust Com- 
pany of New York at 1400 Broadway. 
These new facilities are required be- 
cause of the huge growth of this type 
of banking known as the CheckMaster 
Plan. From a start less than two years 
ago to today’s level of more than 40,000 
depositors, the CheckMaster business 
has outgrown the bank’s main office 
which will in the future be devoted to 
commercial business only. All Check- 
Master accounts will be handled in the 
new quarters which provide sufficient 
room for facilities required to handle a 
large number of depositors. The archi- 
tect for the new quarters is Eugene 
Schoen & Sons, who used the most mod- 
ern materials and ideas in its creation. 
The new quarters are decorated along 
most modern lines and its business ca- 
pacity is estimated at more than 100,000 
accounts. 


Trust Department 


4 Governor Hoffman of New Jersey has 
signed a bill which will permit applica- 
tion to be made by a bill in chancery 
by a trustee or beneficiary of a trust for 
a decree permitting or directing the in- 
vestment of trust funds in investments 
other than those limited by the trust 
instrument or by the statute. Because 
of changes in general conditions, the 
limitations on the power of investment 
contained in many trust instruments 
have been found to prevent the making 
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of investments of the kind which would 
best conserve the trust estate. The law, 
however, makes clear that the power 
of investment of the trustee cannot be 
enlarged unless the Chancery Court 
finds that the interest of all beneficiaries 
of the trust will be thereby promoted. 


Commenting on the effects of the bill, 
Leslie G. McDouall, vice-president and 
trust officer of the Fidelity Union Trust 
Company, Newark, N. J., said: “The 
law does not let the bars down to free 
and easy transfer of trust investments 
from bonds to common stocks, but on 
the contrary, the trustee is required in 
all cases to obtain the approval and | 
direction of the Chancery Court before 
taking any action. 

“The law brings into being new and 
enlarged possibilities for a sound two- 
edged investment program in estates 
and trusts where the creator or testator 
could not have foreseen or foreknown 
that changing social and economic con- 
ditions would require broader invest- 
ment provisions to best protect all 
parties having interest in such matters. 

“Once again New Jersey leads the 
way in constructive and helpful legisla- 
tion that helps to cure practices and 
policies of the past that are not now 
sensitively attuned to changing con- 
ditions.” 


Credit 


@ Discussing the subject of credit in- 
formation in a recent issue “The Wa- 
chovia,” published by the Wachovia 
Bank and Trust Company, Winston- 
Salem, N. C., says: 

“Any loaning officer or loan commit- 
tee that lends depositors’ funds with- 
out adequate pledge of security or full 
and complete information of the bor- 
rower’s affairs—not only his assets and 
liabilities, but also his income and ex- 
penses—is gambling. We are requir- 


-ing complete credit information from 


every borrowing customer, which is, of 
course. kept in the strictest confidence. 
We believe this is the only sound way 
to run a bank. The day of hearsay and 
belief is over; facts must govern.” 





Organized to meet 


Todays NEED for 


More Effective 
FINANCIAL ADVERTISING 


In the fields of commerce and industry, advertising has kept pace with the 
tempo of a fast-moving age. It has been increased in volume and improved 
in presentation. But with relatively few exceptions, the same cannot truly 
be said of service promotional activities in the financial domain. 


The good reputation of an individual or an organization, a product or a service 
depends not only on high character but upon recognition of that character. 


Realizing this, more than 400 financial institutions are now working in har- 
mony to help each other build up confidence and prestige in the public mind. 
Through membership in the Financial Advertisers Association, they are 
afforded the opportunity for a valuable interchange’ of advertising views, 
methods and procedure. 


The mistakes made by others, or the successes of others, are made known to 
F.A.A.members, and the experiences of one may be capitalized by all. Thus, by 
constructive cooperation, they assist one another in reducing to a minimum the 
hit-or-miss, trial-and-error advertising resulting from individual pioneering. 


A SERVICE OF MUTUAL BENEFIT TO BANKS, 
INVESTMENT HOUSES AND OTHER FINANCIAL GROUPS 


The cooperative helps available to members 
of the Association for their common good in- 
clude: Comprehensive PORTFOLIOS cov- 
ering all financial services; a MONTHLY 
BULLETIN — the official organ of the 
F. A. A.; special SUPPLEMENTARY 


BULLETINS; an EMERGENCY SER- 
VICE to meet the demand for advertising 
data of immediate current interest. In addi- 
tion, a CONVENTION of the members, 
continuing for 4 days, is held annually and 
attended by all who desire to participate. 


For further details regarding membership in the 
F. A. A. and a copy of the current “Bulletin”, address: 


PRESTON E. REED, Executive Vice-President 


FINANCIAL ADVERTISERS ASSOCIATION 


231 SOUTH LA SALLE STREET, CHICAGO, ILLINOIS 


DEVOTED TO THE CAUSE OF A BETTER UNDERSTANDING OF FINANCIAL INSTITUTIONS BY THE PUBLIC 
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information about Canada 


"THROUGH our 575 Branches in Canada the New 

York Agency is in close touch with every phase of 
Commercial and Financial activity in the Dominion 
and is well equipped to assist and serve corporations, 
firms and individuals interested in Canada. 
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May we send you on approval— 


How to Obtain 
Bank Costs 


By E. S. WooLLey 


“We started an analysis of our bank 
(which we had been wanting to do for 
some time) and after discussing it with 
some of my associates we felt that your 
formula is the best that we have —— 
able to procure and because of the 
plicity and the fullness with which all "ot 

$5 00 the details were covered we decided to 

. follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 
State-Planters Bank & Trust Co., 
Richmond, Va. 


Bankers Publishing Company 
465 Main St., Cambridge, Mass. 
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